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T h e
CERTIFIED PUBLIC
the next C.P.A. examination
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly  noteworthy 
features o f the training are:
100 problems in Practica l  Accounting 
with solutions and comments 
100 quest ions and answ ers in Account­
ing Law
100 questions and answers in Auditing 
100 questions and answers in Theory   
of  Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions such items as 
suggestions for "Notes to the Examiner,'' 
working sheets, side calculations, use at 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P .A . or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain poin ts  
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions. 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P.A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, “ How to Prepare for the C.P.A. Examination,” is available for those 
who are interested. For a free copy, just write your name and address below and mail.
In te rn a tio n a l Accountants Society, Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
 To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 
Send me the special booklet, "How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name....................... . ................ _________ ...__ _ _Company_
 Address.. 
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Editor: D u r a n d  W. S p r in g e r .  All communications should be addressed to the editor. 
Published monthly by The Accountants Publishing Company, National Press Building, Wash­
ington, D. C. Publication office: 1406 East Franklin Street, Richmond, Virginia. Subscription 
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Nothing is sacred except the integrity of your own mind.
— C lo y d  H. M a r v in .
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W hat is Your Answer?
By R a l p h  W. E. C o l e , C.P.A.
THE greatest economic upheaval in our history is occurring. W e are in the midst of it. Those who live today enjoy a great privilege; that of observing 
the radical developments of a new era. Methods of business are being revolu­
tionized. New theories on finance are being advanced; old theories are pre­
sented clothed in new dress. On all sides we may observe evidence of a new 
social order. Old laws are nullified and repealed and the statutes are becoming 
filled with new articles. Customs are changing; precedents being ignored and 
Government assumes to direct and control business activities throughout the 
Nation.
Policies are changed overnight. What yesterday was sane, sound and con­
servative, is today obsolete. W e have already seen some complete changes, and 
the beginning of many others, almost beyond understanding. W e face a future 
the possibilities of which we may scarcely comprehend. All because the interests 
of the Nation and the welfare of her people are at stake.
Too long have we stood idly by without other than selfish interest; too little 
have we been concerned with reactions; too much have we sought opportunities 
and too few of our particular group have assumed responsibilities.
By direct action and the forceful appeal of example, the Chief Executive of 
our Nation issues a clarion call to duty. It is the call of citizenship; the privilege 
of cooperation which demands from us an answer. I am proud indeed of the 
manner in which many members of our great profession have responded to 
civic demands.
Some, however, is not enough—more must respond— all who are really en­
titled to designation as professional accountants should display now a vital 
and active interest in the Nation’s welfare.
Recognizing as possible further catastrophe through uncontrolled exploita­
tion of securities, new interstate supervision, by federal authority, is set up in the
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Federal Securities Act. This law specifically recognizes the importance of ac­
counting control in its provisions for certification of statements by responsible 
officers and for independent audit report by professional accountants.
Forced to extreme measures to produce public revenues, we are faced with 
additional tax changes which threaten the life of industry and hazard the future 
of corporate existence except as methods are discarded, improved, devised, for 
entirely different means of operations from those of the past.
Coincident with the tax news comes controlled inflation, and announcement 
of the Industrial Recovery Act which reverses judicial attitude toward anti-trust 
measures and, instead, encourages trade organization purposing the establish­
ment of fair competitive prices within each industry; the creation of minimum 
wage standards and the fixing o f maximum hours of labor.
Yet through the complexity of the various proposals comes a vision, like a 
new day bright and fair, promising prosperity for the future.
In the midst of these "great experiments” as we are, doubtless before this 
article is printed, there will be some industries whose methods will be wholly 
changed. A great strain will be placed on personnel demanding cool and 
controlled judgment.
When so many expedient methods are being tried, shall we not remember 
still that it is the character of the men behind any enterprise which is the main 
factor in its progress.
W e have been living so long in an age of miracles that we have become 
accustomed to them. Shall we, who are responsible to business leaders for tax 
counsel and advice as to the soundness of principle and method in the admin­
istration of business affairs, hold ourselves to level-headed judgment and by 
interchange of knowledge and experience each with the other improve our 
efficiency; become alert and vigilant as to the proprieties of change; dynamic 
and forceful in our emphasis on the things we know to be sound and safe, and 
still remain champions of honest methods.
Under the new scheme of things each trade group will develop its own code.
It is difficult to break with tradition. The expediencies referred to necessitate 
that very act. Our profession is unusually bound by precedent, hence the under­
takings are doubly difficult.
What will our group do? You will determine our reply, for the answer of 
the whole group depends upon the clarity of vision, soundness of judgment, and 
loyalty to principle on the part of the individual group member.
The Securities Act
Following the passage of the Securities Act the Federal Trade Commission, 
named therein as the administrator of the same, appointed as a special com­
mittee in charge of the preparation of forms and regulations:
Baldwin B. Bane, attorney on the Chief Counsel’s staff, Chairman; Otis B. 
Johnson, Secretary to the Commission; Dr. William H. England, Assistant-Chief 
Economist, of the Commission; Le Claire Hoover, Chief Accountant of the
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Commission; Henry Miller, an attorney with the Commission; Clyde M. Hadley, 
a member of the Special Board of Investigation of the Commission.
During the progress of the work this Committee was augumented by prob­
ably a dozen other members of the Commission staff.
W hile this Committee did not hold what would be considered open hearings, 
an invitation was extended to the American Institute and The American Society 
to name committees with which conferences might be held. Representatives 
of the Controllers Institute and Standard Statistics appeared at one of these 
conferences.
At different times during the discussions the Institute was represented by: 
T. Edward Ross, of Lybrand, Ross Bros. & Montgomery; Joseph E. Sterrett, 
W illiam B. Campbell, Percival F. Brundage and Leland G. Sutherland, of Price, 
Waterhouse & Company; George P. Auld, of Haskins & Sells; Herbert M. 
Temple, of Temple, Brissman & Company; John L. Carey, Secretary; and Judge 
Harry Covington, Attorney.
President Cole appointed a special committee, listing the same to the Com­
mission with the following notations:
Joseph J. Klein, senior member of Klein, Hinds & Finke, New York. Dr. 
Klein is a former President of the New York State Society of Certified Public 
Accountants, and an authority of note in the economic, taxation and accounting 
field.
Frederic A. Tilton, for many years resident partner in Detroit, Michigan, of 
Haskins & Sells, and recently Third Assistant Postmaster General. Mr. Tilton 
is a former President of the Michigan Association of Certified Public Ac­
countants.
Robert E. Payne, managing partner for the western division of Lawrence 
Scudder & Company. Mr. Payne is the present President of the Illinois Society 
of Certified Public Accountants.
Horace P. Griffith, senior member of Griffith & Company, Philadelphia, 
Pennsylvania. Mr. Griffith is a former President of the Pennsylvania Institute 
of Certified Public Accountants.
Carl Penner, partner of Reilly, Penner & Benton, Milwaukee, Wisconsin. 
Col. Penner is a former President of the Wisconsin Society of Certified Public 
Accountants.
The Secretary of The Society also appeared in connection with the 
conferences.
W alter A. Staub, President of the New York State Society of Certified 
Public Accountants, represented that organization throughout the entire series 
of conferences.
Following preliminary conferences held with the two national organizations 
separately, the Commission’s Committee prepared outlines of forms and regu­
lations and the same were discussed in the joint conferences of the committees 
representing the Commission, the Institute, The Society and the New York 
State Society. The responsibility for the forms and regulations rests with the 
Commission. This issue was held open to print the Rules and Regulations.
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Some of the changes suggested by the accountants were recognized by the Com­
mission’s Committee as desirable, others were not so considered, and in some 
cases immediate decisions were not made. The representatives of the Com­
mission and its Committee expressed their appreciation of the service rendered 
by the profession.
Newly Elected State Representatives
(States with tie votes will be reported next month)
ALABAMA— 1933-34
W illiam J. C hristian, Comer Building, Birmingham.
ALASKA—
E rling  Johansen, F ro n t S treet, Petersburg.
ARIZONA—
Jam es M. Lawton, Consolidated N ational Bank Building, Tucson. 
CALIFORNIA—
Jam es E. Hammond, 111 S u tte r S treet, San Francisco.
H arry  B. Mills, 3902 W est Sixth S treet, Los Angeles.
Melvin D. Wilson, T itle Insurance Building, Los Angeles.
COLORADO—
W illiam D. Morrison, F irs t  N ational Bank Building, Denver.
CONNECTICUT—
Irville A. May, 367 Union Avenue, W est Haven.
DELAWARE—
A lfred H. Coe, du Pont Building, Wilmington.
DISTRICT OF COLUMBIA—
Wm. Gordon Buchanan, Tower Building, W ashington.
Jam es B. Grice, Munsey Building, W ashington.
FLORIDA—
S. George Hay, B arne tt N ational Bank Building, Jacksonville.
ILLINOIS—
David Himmelblau, F irs t  N ational Bank Building, Chicago.
E ric Louis Kohler, One La Salle S treet, Chicago.
George W. Rossetter, 33 N orth  La Salle S treet, Chicago.
H iram  T. Scovill, Commerce Building, U rbana.
INDIANA—
H oratio A. Roney, S ta te  Life Building, Indianapolis.
KANSAS—
W illiam H. Moberly, W heeler-Kelly-Hagny Building, W ichita.
KENTUCKY—
Sam W. Eskew, Kentucky Home Life Building, Louisville.
LOUISIANA—
Thomas A. Williams, Canal Bank Building, New Orleans.
MARYLAND—
Robert W. Black, G arre tt Building, Baltimore.
MASSACHUSETTS—
George L. Bishop, 68 Devonshire S treet, Boston.
Jam es J. Fox, L ittle Building, Boston.
Edwin L. Pride, 40 C entral S treet, Boston.
MICHIGAN—
Thomas H. Evans, Dime Bank Building, Detroit.
F rancis E. Ross, S tate  Savings Bank Building, Ann Arbor.
MINNESOTA—
Lyle W. Hines, F irs t  National Bank Building, St. Paul.
MISSISSIPPI—
Nelson E. Taylor, B righ t Building, Greenwood.
MISSOURI—
P a rry  Barnes, Pioneer T ru s t Building, K ansas City.
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MONTANA—
George F . Du Vail, Dixon Building, Missoula.
NEBRASKA—
W illiam Bryden, E lectric Building, Omaha.
NEVADA—
George K. Edler, Reno N ational Bank Building, Reno.
NEW HAMPSHIRE—
Clarence I. D rayton, 1015 Elm S treet, M anchester.
NEW JERSEY—
W illiam C. Heaton, 207 Broad S treet, Elizabeth.
Charles L. Hughes, 120 Garrison Avenue, Jersey  City.
NEW MEXICO—
Charles L. L inder, F irs t  N ational Bank Building, Albuquerque.
NEW YORK—
William J. F orster, 18 E as t Forty-eighth  S treet, New York City.
Leo Greendlinger, 13 A stor Place, New York City.
Charles Hecht, 20 Exchange Place, New York City.
Joseph J . Klein, 19 W est F orty -fou rth  S treet, New York City.
Simon Loeb, 521 F ifth  Avenue, New York City.
Charles S. McCulloh, 100 Broadway, New York City.
John F. D. Rohrbach, 11 P ark  Place, New York City.
A rth u r H. Rosenkampff, 100 W ashington Square, E ast, New York City. 
P rio r Sinclair, 90 Broad S treet, New York City.
Norm an E. W ebster, 50 Broadway, New York City.
E rn est W illvonseder, 70 Pine S treet, New York City.
NORTH CAROLINA—
Neal S. Zeigler, Johnston Building, Charlotte.
OHIO—
Gordon S. Battelle, 121 W est Second S treet, Dayton.
W alter D. W all, 44 W est Gay S treet, Columbus.
OKLAHOMA—
P aul W. Fitzkee, Oklahoma Building, Tulsa.
OREGON—
F ran k  S. Hecox, 4784 S. E. Seventeenth Street, Portland. 
PENNSYLVANIA—
Jam es M. Cumming, Union T ru s t Building, P ittsburgh.
W illiam F. M arsh, Union Bank Building, P ittsburgh.
Edw ard P. Moxey, J r .,  M orris Building, Philadelphia.
Clarence L. T urner, 1530 C hestnut S treet, Philadelphia.
PUERTO RICO—
W illiam A. W aymouth, P. O. Box 54, San Juan.
RHODE ISLAND—
John J . W all, H ospital T ru s t Building, Providence.
SOUTH CAROLINA—
L. C. Dodge, Montgomery Building, Spartanburg.
SOUTH DAKOTA—
C. O. Quickstad, G ranite Block, W atertown.
TENNESSEE—
H arry  M. Jay , Bank of Commerce Building, Memphis.
TEXAS—
Bouldin S. M othershead, Commerce Building, H arlingen.
VERMONT—
Charles F . Brooks, 99 E a s t S ta te  S treet, Montpelier.
VIRGINIA—
Andrew F. S tew art, 1101 Grove Avenue, Richmond. 
WASHINGTON—
Charles S. Cowan, W hite Building, Seattle.
WEST VIRGINIA—
E dgar W illiams, 424 Ash S treet, Morgantown.
WISCONSIN—
Carl E. Dietze, 213 W est Wisconsin Avenue, Milwaukee.
390 THE CERTIFIED PUBLIC ACCOUNTANT July,
The National Industrial Recovery Act
By W a l t e r  A. St a u b , C.P.A., New York City 
President New York State Society of Certified Public Accountants
E V E N  a cursory reading of the National In­
dustrial Recovery Act (hereinafter re­
ferred to simply as "the Act” ) indicates that 
the stress of the depression and the mandate 
of the electorate last fall for a "new deal” have 
led to the abandonment— for at least the time 
being—of the "rugged individualism” which 
has been the guiding policy of industry in 
America since colonial days; that the majority 
in an industry may now exercise control over 
the minority which may heretofore have been 
unwilling to "play ball” ; that the anti-trust 
laws are being set aside and what was formerly 
sternly forbidden may now be permitted, 
namely, price-fixing and other forms or ele­
ments of "restraint of trade” which may result 
in  increasing the prosperity of industry with 
corresponding benefit to the labor employed 
therein; and that finally the government is 
empowered to exercise a controlling hand over 
industry which embodies the substance, if not 
the form, of a dictatorship.
T h e  T rade  A sso c ia tio n
The redeeming feature of the Act just 
passed is that it does not actually put the 
government into business unless or until busi­
ness fails to do its utmost to utilize the pos­
sibilities of the new law to bring about in­
dustrial recovery. Business men who have 
for years complained about the hampering 
restraints of the anti-trust laws and of the 
destructive tactics of an obstreperous and de­
structive minority in an industry, now have 
their opportunity to demonstrate what can be 
accomplished with these disturbing factors 
removed or controlled.
The most helpful feature of the bill is its 
provision for recognition of the trade asso­
ciation and the conferring upon it of powers 
to enable it to function effectively. In any 
industry in which a trade organization, at pres­
ent existing or yet to be formed, sets up a code 
of fair competition with a view to recognizing 
and safeguarding the respective interests of 
employers, employees and consumers, and such 
association functions satisfactorily, government
control in that industry will probably be pas­
sive rather than active. In the case, however, 
of any industry which does not take active 
steps to rule itself, the Act confers broad 
powers on the government to set up a code of 
competition through the medium of an agree­
ment or a license.
In the event that an industry or group does 
not, through a trade association, set up for 
itself a code of fair competition, or does not 
enter into a voluntary agreement which will 
accomplish the same purpose, the President, 
after public notice and hearing, is empowered 
to license individuals, partnerships or corpora­
tions to carry on the business in which they 
are engaged. The license may be suspended or 
revoked for violation of the terms or condi­
tions thereof.
C o d es o f  Fair  Co m p e t it io n
Every code of fair competition (as well as 
every agreement or license) approved under 
the law must contain the following conditions:
1. Employees have the right to organize 
and bargain collectively through representa­
tives of their own choosing;
2. No employee, and no one seeking 
employment shall be required to join any 
organization or to refrain from joining any 
labor organization;
3. Employers shall comply with maxi­
mum hours of labor, minimum rates o f pay, 
maximum machine-load of employees, and 
other conditions of employment approved 
or prescribed by the President.
To be acceptable, the code must be that of 
an association or group which imposes no in­
equitable restrictions on admission to mem­
bership therein and which is truly representa­
tive of the trade or industry or subdivisions 
thereof for which it purports to speak. The 
code must not be designed to promote mo­
nopolies or to eliminate or oppress small en­
terprises nor operate to discriminate against 
them. Further, the code must tend to carry 
out the purpose of the Act.
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Prior to its approval, a hearing is to be 
granted any persons engaged in other steps 
of the economic process who believe their 
services or welfare may be affected by such 
code. Also, the President may impose such 
conditions and provide such exceptions to and 
exemptions from the provisions of the code 
as he deems essential for the protection of 
consumers, competitors, employees and others, 
or in furtherance of the public interest.
An effective code of fair competition must 
contain more provisions than those already 
mentioned which are compulsory under the 
Act. One would naturally be the making of 
reports and keeping of accounts. It is spe­
cifically mentioned in the Act as one which 
the President may require as a condition of 
his approval of the code, but even if not re­
quired by him, it would be essential to the 
effective functioning of the trade association 
in the interest of its members.
Some other matters which it may be desir­
able to cover in the code but which are not 
specifically required under the Act are as fol­
lows :
Development of uniform cost-accounting 
procedures.
Advertising policies.
Product and market researches and analyses.
Budgeting methods.
Plan for determining sales prices which 
would yield fair profit on capital em­
ployed.
Prevention of waste in production.
Ethical business conduct.
Exchange of operating statistics such as: 
Units of product on hand by classes or 
groups.
Unfilled orders (units classified). 
Production (units classified).
Shipments (units classified).
Average costs by units for all members. 
Credit data.
Few, if any, association members would 
willingly submit unit cost data to others in 
the same line of industry but they are some­
times very much interested in the average unit 
cost of all members. The same thing may be 
said as to certain other data, such as the sales 
or shipments by the various members, which 
would be helpful to the trade association but 
which individual members do not wish to dis­
close directly to their competitors. Such in­
formation may be received confidentially by
an independent agency, such as a certified pub­
lic accountant, who assembles it in such a way 
that the identity of the individual members 
from whom it is received is not disclosed. In 
the case of cost data, for example, he may 
compute average unit costs for all members 
and only such average cost information is 
issued to all the members. Similarly, the sales 
or shipments data gathered from members may 
be collated and made available—whether by 
totals, by territories, by classes of commodities 
or products, or otherwise—without any indi­
vidual member’s figures being separately dis­
closed or being in the direct possession of the 
association where it might be subject to, or 
come to the attention of other members.
The matters referred to above may not be 
included in the codes first filed, as the National 
Recovery Administration, headed by General 
Johnson, is evidently most concerned with ap­
plying first of all the employment ("spread 
the work” ) and minimum wage provisions of 
the Act, so as to reduce as rapidly as possible 
the number of unemployed and to increase the 
purchasing power of the nation. Other phases 
of the problem, such as that of fixing or con­
trolling prices are apparently being left for 
subsequent consideration as the need therefor 
becomes evident.
It is obvious, however, that it will not be 
possible to restrict very long the activities of 
either the trade associations or the Recovery 
Administration to wage scales and working 
hours. Other matters, such as determination 
of prices and quotas, and those mentioned in 
the foregoing list will have to receive consid­
eration if the full purpose of the Act is to be 
accomplished.
 Lim it e d  C o des o f  C o m p e t it io n
It is the intent of the Act that so far as 
possible standards as to maximum hours of 
labor, minimum rates of pay and other neces­
sary working conditions shall be reached by 
mutual agreement of employers and employees 
in the industry. In the event that such mutual 
agreement is not reached by voluntary action 
within the industry, the President is empow­
ered to "investigate the labor practices, poli­
cies, wages, hours of labor, and conditions of 
employment in such trade or industry or sub­
division thereof; and upon the basis of such 
investigations, and after such hearings as the 
President finds advisable, he is authorized to
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prescribe a limited code of fair competition 
fixing such maximum hours of labor, mini­
mum rates of pay, and other conditions of 
employment in the trade or industry or sub­
division thereof investigated as he finds neces­
sary” to effectuate the purpose of the Act.
P ric e-Fix in g
Price-fixing is not specifically named among 
the powers granted trade associations through 
approval of a code of fair competition or of 
an agreement between the President and those 
engaged in a trade or industry. It seems evi­
dent, however, both from the legislative his­
tory of the Act and from certain of its pro­
visions, that trade associations or industries are 
to be permitted to confer and agree upon 
prices for their products, so long as excessive 
prices or monopolistic practices do not result.
No specific mention of regulation of pro­
duction within an industry by a trade associa­
tion appears in the Act, but effective price 
control, and especially prevention of the fall 
of prices to an uneconomic level, implies regu­
lation of production. Consequently, for the 
same reasons referred to with respect to price- 
fixing or control, it may be assumed that it is 
the intent of the Act that proper and rea­
sonable control of production, as, for example, 
agreement upon production quotas by mem­
bers of a trade association shall be permitted.
W hile the Senate had the Act under con­
sideration, Senator Borah had the following 
provision inserted: ". . . such code or codes 
shall not permit combinations in restraint of 
trade, price-fixing, or other monopolistic prac­
tices. . . . ” It is significant that this pro­
vision was deleted in conference between rep­
resentatives of the Senate and House before 
the final passage of the Act. The startling 
power given the President to drive any in­
dividual, partnership, association, trust, or cor­
poration out of business by refusing to give it 
a license, or by suspending or revoking a 
license previously given, to do business, is to 
be exercised "whenever the President shall 
find that destructive wage or price cutting or 
other activities contrary to the policy of this 
title are being practiced in any trade or in­
dustry.” Further, it is provided that during 
the effective period of the Act and "for sixty 
days thereafter, any code, agreement, or license 
. . . and any action complying with the pro­
visions thereof . . . shall be exempt from
the provisions of the anti-trust laws of the 
United States.”
It seems clear from the foregoing that busi­
ness men will now have the right to confer 
regarding, and agree upon, fair prices for the 
products of their industry, without that fear of 
prosecution under the anti-trust laws which 
heretofore hung over them. This fear has 
heretofore been a deterrent to such action, no 
matter how desirable or even imperative it 
appeared to be, not merely from the stand­
point of their immediate interest but also 
from that of their employees and the public, 
which in the final analysis must also suffer 
from ruinous competition or the sale of goods 
at less than cost of production and a fair profit 
thereon.
Fo r e ig n  Co m p e t it io n
The fear has been expressed that, even 
though from a domestic standpoint, it may be 
desirable to provide for maximum hours of 
labor and minimum rates of wages, higher 
costs of production are almost certain to result, 
and this may result in increased imports from 
foreign countries with depreciated currencies 
and/or lower standards of living. For ex­
ample, mention has repeatedly appeared in 
the newspapers during the past year of in­
creasing imports of low-priced manufactured 
articles from Japan, where the yen has fallen 
to a low exchange value. The Act endeavors 
to meet such a situation by authorizing the 
President to permit entry into the United States 
of any articles which are being imported in 
substantial and increasing ratio to domestic 
production of any competitive articles and on 
such terms or under such conditions as to 
render ineffective or seriously to endanger the 
maintenance of any code or agreement under 
the Industrial Recovery Act, only upon such 
terms and conditions and subject to the pay­
ment of such fees and to such limitations in 
the total quantity which may be imported as 
he shall find essential to avoid rendering such 
code or agreement ineffective. Briefly stated 
it would appear that the President is given un­
restricted power to impose such import duties 
and to limit import quotas to meet the ex­
igencies of such a case as that above indicated.
Lic e n s e s
No American Congress, even under the 
pressure of war conditions ever passed a more
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revolutionary legislative provision than the 
section of the Act which, if the President 
determines that destructive wage or price-cut 
ting or other apparently harmful activities are 
being practiced in any industry, forbids any 
business being carried on in such industry 
unless it obtains a license therefor from the 
President. For violation of the terms or con­
ditions of the license, it may be suspended or 
revoked.
The coercive power of such authority is 
tremendous. W ithout it, however, the Act 
would be without teeth and might be practi­
cally unenforceable.
A d m in ist r a t iv e  A g e n c ie s
Broad powers are given the President for 
the administration of the Act and he has the 
widest latitude with respect to delegating his 
functions and powers to any officers, agents or 
employees whom he may select. Further, he 
may establish an industrial planning and re­
search agency to aid in carrying out the Act. 
This goes a long way toward laying the ground 
for a national planning board somewhat simi­
lar to the W ar Industries Board which con­
trolled the industries of the country during 
the W orld W ar by allocating materials, estab­
lishing production quotas, giving transporta­
tion priorities, fixing prices, etc. Suggestions 
for such a peace-time industries board named 
by the government have been repeatedly made 
since the inception of the depression period 
by writers in newspapers, magazines and 
books. It seems unlikely, however, that the 
President will actually create such a planning 
board, especially one with power to enforce 
its plans, if the present improvement in gen­
eral business gains momentum and it becomes 
evident that we have finally "turned the 
corner.” In any case, it hardly seems possible 
that the administration will find time in which 
to create such a board and have it function 
satisfactorily within the life of the Act, which 
is not more than two years.
STOP*
By Ja m e s  F. H u g h e s , C.P.A., New Jersey 
Former President The American Society
WHEN I accepted the invitation to come 
here to make this address to you, mem­
bers of the Graduating Class, I pondered over 
what I could say of practical interest—what 
words which would attract your attention and 
hold your interest for I realize how keenly 
developed your wits are at this moment and 
how quickly you will judge the speaker.
But I shall be frank with you, for I believe 
in frankness. I am reminded of a college pro­
fessor who much against his will was nomi­
nated for a political office because his friends 
were tired of having the place filled by a pro­
fessional politician. He was called upon to 
make a speech and said: "My friends, you’ll 
have to excuse me if I speak poorly. I can’t 
make a speech.” And then he talked of the 
issues of the campaign. W hen he had finished, 
an old man in his audience said to him, "Pro­
fessor, you are a Democrat and I’ve been a
*Commencement address delivered at Benjamin 
Franklin University, Washington, D. C., at which 
time the degree Doctor of Commercial Science 
was given Mr. Hughes.
Republican all my life, but I’m going to vote 
for you. You said you can’t make a speech 
and, by Jove, you can’t.”
Now, in addition to believing in frankness, 
I believe that a speaker should stop talking 
some time. O f course, innumerable thoughts 
arise in listeners’ minds when a subject is 
being discussed, but the speaker must choose 
one line of thought and follow that to its 
logical end, expressing his thought and retain­
ing his listeners’ interest.
A striking illustration of the manner of 
expressing one’s thoughts on a subject and 
then stopping when that has been done is in 
the story of the track walker. You know in 
railroad maintenance work the roadbed is 
cared for by section gangs, and in each sec­
tion gang one man is given the duties of track 
walker. In one of the section gangs a new 
man had been assigned that work. The sec­
tion foreman said to him: "I want a written 
report as to the condition of the roadbed in 
this section but I don’t want the kind of report 
we got from the fellow who last had this job.
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He could write more words about nothing 
than any man I ever knew. You’d think he 
was writing a love letter instead of a report. 
Make your reports short and snappy.” So the 
new man went out to examine the track in his 
section. He found a washout and sent in a 
report. The report read: "W here the railroad 
was, the river is.”
Now, just as there must be a door through 
which to enter a house or a room, so must 
there be a title to a speech. And what could 
be more fitting as the title to an address to 
you here tonight than the word STOP.
Your friend who is travelling sends you a 
long telegram. To make his thoughts intel­
ligible to you he employs the word STOP be­
tween sentences. How that word lends em­
phasis to the thoughts in his message. When 
you come to that word STOP, you pause and 
catch your breath. In that pause the words 
you just read take form and fasten themselves 
in your mind. The foundation is laid for that 
which is to follow, and the pause or STOP 
permits the foundation to set as it were. You 
read another sentence and again come to the 
word STOP. Again the process is repeated. 
Again you pause and the words of the last 
sentence you read take form and fasten them­
selves upon that which preceded. First you 
laid the foundation; then you began with the 
superstructure. And so it goes throughout the 
telegram. A thought; then the word STOP; 
another thought, and again the word STOP; 
and so on, to the end of the message. When 
you have finished reading the entire telegram, 
your friend’s thoughts have been received into 
your mind in an orderly fashion, but they have 
come in in an orderly way because at the end 
of each thought you paused to absorb the 
words you had just read. Not infrequently you 
re-read the message. You do so to satisfy your­
self that you thoroughly undertsand your 
friend’s thoughts.
Members of the Graduating Class, tonight 
with you is equivalent to the word STOP. 
Here you have paused to let take form the 
result of your work of the hours which in 
their passing brought you to this point. Some 
here have taken postgraduate work. They are 
like those who re-read the telegram to assure 
themselves that they thoroughly understand 
the message. The value of this is beyond ques­
tion. O f course, we know the many things 
which invite our attention. Concentration is
not easy. Yet we know the rewards which go 
to the man whose knowledge of his subject 
is undoubted. And each of us knows that he 
or she can achieve this much-wished-for pin­
nacle, if STOP, if we will but apply ourselves 
to the work we undertake to do. Re-read the 
message.
In the classroom the student’s work is so 
arranged that certain periods are given over 
to review the work which has gone before. 
Such review periods merely make use of the 
word STOP. They provide a pause which 
permits the student’s mind to reflect upon the 
work he has just finished. And, after the 
pause, new work is taken up by the class.
You are exhorted to seek instruction, and 
yet you must learn that knowledge is not all. 
You must learn how to make use of this which 
you know. And to do so requires that you 
pause from time to time in your pursuit of 
knowledge to give your mind a chance to ab­
sorb the work you have thus far done. Per­
haps a review of it is necessary. Reflection 
upon what has gone before is valuable.
An interesting anecdote is told of James 
A. Garfield, twentieth President of these 
United States of America. In his youth, Gar­
field was driving a mule team along the Erie 
Canal. A frightened mule jumped off the 
tow path on a winter’s day and young Garfield 
was thrown into the icy water. The freezing 
bath laid him up in bed for several weeks 
with a heavy cough, and there in his solitude 
he took to reflecting on life in general and 
his in particular. And, from the warmth and 
cheerfulness of his blankets he resolved to ex­
tend himself considerably when he was again 
able to move about, studying and working 
until he made something of himself. And so, 
after an honorable career as a teacher, military 
leader, and Congressman, that resolve brought 
him to the President’s chair. But the resolu­
tion came as a result of reflection.
W hen the merchant or manufacturer wants 
to know his financial condition and the result 
of his transactions for the year or month, he 
takes an inventory. That also is merely the 
use of the word STOP. Perhaps you graduates 
are here tonight as a result of having once 
taken an inventory of your own personal re­
sources as to capacity and performance. Tak­
ing postgraduate work indicates the course of 
the human mind in its adherence to the 
thought contained in the proverb:
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"Take hold on instructions; leave it not, 
because it is thy life.”
You study that you may fit yourself to meet 
the requirements of life. You wish to think 
in an orderly and logical manner; to make 
accurate observations and to discriminate in 
your judgments.
Judgment is a product of knowledge. Com­
bine judgment with knowledge and the result 
is wisdom. And as you acquire knowledge, 
learn to desire wisdom. The distinction be­
tween knowledge and wisdom is clearly set 
forth in that short poem, which runs: 
Knowledge and wisdom far from being one 
Have ofttimes no connections. Knowledge 
dwells
In heads replete with thoughts of other men; 
Wisdom in minds attentive to their own. 
Knowledge is proud that he has learned so 
much
Wisdom is humble that he knows no more. 
Knowledge teaches what to do and what 
not to do, while wisdom directs the action.
Ralph Waldo Emerson in his Essay on Pru­
dence writes:
W e must not try to write the laws of any 
one virtue, looking at that only.
Consider the story told in New York City 
of an Irish woman who was plaintiff in a suit 
against a traction company. W hen the case 
came up for hearing she noticed that the de­
fendant corporation was represented by several 
lawyers and that while one of them was ad­
dressing the Court an associate made frequent 
suggestions to him. She had one lawyer. 
Finally she pulled at his coat and whispered, 
"Get an adjournment.” "W hat for?” asked 
her lawyer. "So we can get another lawyer,” 
said she. "Why, are you dissatisfied with me?” 
her lawyer asked. "N o,” said his client. "But 
we need another lawyer.” Again her lawyer 
asked "W hy?” "W hy?” said she, "man alive, 
while you’re doing the talking who will do 
the thinking?”
Again recall the small poem:
Knowledge and wisdom far from being one 
Have ofttimes no connection.
A display of the combination of judgment 
and knowledge occurred upon an occasion 
when a young lawyer on pleading a case be­
fore the bar made a slighting remark about 
the presiding judge. For it he was fined $30. 
The young lawyer made a low bow and a
profuse apology and he said, "Your honor, I 
have the greatest respect for this court and for 
the judge who presides over it. I intend to 
carry out every wish of this court, sir, and I 
will therefore pay this fine immediately. As 
it happens, I have not the full amount of $30 
with me at the moment and since no one in 
this court room knows me better than yourself, 
your honor, I must ask you to lend me that 
amount so that I may pay off this assessment 
at once.”
The judge cleared his throat and recovered 
his wit. He turned to the Court Clerk and 
said in his sternest voice, "Clerk, remit that 
fine. The United States Government can better 
afford to lose $30 than I.”
W hat is it I ’ve been talking about? First, 
about the need of reflection, whether by the 
use of the word STOP in the telegram, or the 
taking of an inventory in business, or just 
thinking about yourself, and second, about the 
distinction between knowledge, which all 
possess, and wisdom, which all should desire. 
He who greatly desires anything shall possess 
it, or as Emerson puts it: "The oracle comes 
because we had previously laid siege to the 
shrine.”
O f course if you really want something, 
your mind will be attentive to ways to obtain 
it. And you will act in accordance with reason. 
But action, planned action, is necessary. 
Stagnation means death. The best part of 
human life is lost in waiting. But planned 
action requires that you do inventory your 
progress from time to time.
Recently, in one of the large cities, all the 
churches of all denominations and all creeds, 
united in a fair for the benefit of a particular 
charity. One member of the interested group 
offered as a prize attached to a door ticket a 
trip to Europe and placed a value of $1,500 
on the trip. A Scotch woman living in that 
city, a seamstress by occupation, who had not 
visited her native land in a number of years, 
wanted that prize. It would give her the 
chance to go back to visit her kinsfolk again. 
The fair lasted a week. This woman attended 
every afternoon and every evening spending 
two or three dollars at the fair each time. Al­
ways when she bought her ticket she would ask 
if the winning ticket had yet been presented. 
Finally on the evening of the last day she 
bought the winning ticket.
(Continued on page 440)
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Frankenstein, Incorporated*
By P e r r y  M a s o n ,  C.P.A., Yellow Springs, Ohio
I  HAVE borrowed the title of my paper 
from a book of that name written by I. 
Maurice Wormser, Professor of Law at Ford­
ham University. In fact, when I began to get 
my material together, I expected that my paper 
would be a review of his book with some ad­
ditional comments of my own. I have actually 
included in my preparation a fairly thorough 
analysis of two other books, The N ew Place 
of the Stockholder, by John H. Sears, attorney 
for the Corporation Trust Company of New 
York City, and the well-known Main and Wall 
Street, by William Z. Ripley, Professor of 
Economics at Harvard University, as well as 
parts of other books, magazine articles, etc.
I shall begin by reviewing for you some of 
the elementary legal principles of the corporate 
form of business organization. Legal writers 
have always had a hard time giving precise 
definition to the term corporation, but W orm ­
ser’s definition is one of the best. He says: 
"A corporation is a group of one or more hu­
man beings acting as a unit and vested with 
personality by the policy of the law." I shall 
limit our discussion to the private corporation 
organized for business purposes, so we might 
start with the statement that a business cor­
poration is a group of one or more human 
beings acting as a unit in the conduct of a 
business enterprise and vested with personality 
by the policy of the law, and the important 
part of the definition is the reference to the 
artificial personality which has been created.
The important characteristics of the corpora­
tion can best be isolated by comparing the 
corporation with the partnership. If I invest 
$100 in a partnership and have $10,000 of 
other property, the entire $10,000 is subject 
to the claims of creditors of the partnership. 
If I buy a share of stock in a corporation for 
$100, I can not be called on for anything in 
addition, except that if the enterprise is a 
bank I shall probably be liable for another 
$100, or there may be some State law which 
provides that I shall have to contribute my 
share of unpaid wages or some other specific
*An address delivered before the Town and 
Gown Club of Antioch College, November 10, 
1932.
liability, but in general the corporation has 
the feature of limited liability for obligations 
of the enterprise while in the case of the 
partnership the liability is unlimited.
If I am a member of a partnership, I may 
have an agreement with my fellow partners 
that I am not to make any contracts without 
their permission, but if I take it into my head 
to do so, I may make almost any sort of a 
contract in connection with the usual conduct 
of the business, and my actions will make all 
of my partners liable to outsiders on the con­
tract. I may be held liable for damages for 
breach of contract to the other members of the 
firm, but the agreement with the outsiders is 
binding on them. If I were a stockholder or 
even a director of a corporation, I would have 
no such power. Only the directors, acting as a 
group, or an official to whom certain powers 
have been delegated by the board of directors, 
can make a binding contract for a corporation. 
This ability to concentrate control is an im­
portant characteristic of the corporate form.
If a member of a partnership dies the firm 
is legally dissolved and actual liquidation of 
the business may become necessary. If, for 
instance, Antioch College should receive an 
interest in a partnership as a legacy, it could 
not legally become a member of the partner­
ship and would not if it could for it would 
mean putting its entire property in jeopardy, 
so it would insist that its interest in the part­
nership be liquidated so that it could realize 
on its claim, and this would probably mean 
the liquidation of the property of the firm. 
If, instead, the college had received a similar 
interest in a corporation, it would simply have 
sold the shares of stock, or kept them in its 
vault, cashing any dividend checks received, 
and participating in the assets of the cor­
poration if it ever dissolved, but the corpora­
tion would very likely continue without any 
interruption. Th is ability of a corporation to 
continue in existence regardless of changes in 
the personnel of its owners makes it an ex­
tremely useful social device.
If my friend and I wish to form a partner­
ship we simply decide how much capital each 
of us is to furnish, how we shall share profits
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or losses, and so on, and put out our shingle. 
If we wish to form a corporation we must in 
theory receive permission of the State before 
we start our business. In modern practice, this 
merely means that we file a document known 
as the Articles of Incorporation with the Sec­
retary of State, in which, among other things, 
we give our names— there must usually be at 
least three incorporators— indicate the location 
of our office within the State, indicate the 
amount and kind of stock we should like to 
issue, and what sort of business we should 
like to carry on, a fee being charged by the 
State for the issuing of the right to do busi­
ness in this way. There are a number of im­
plications arising from this granting of what 
is sometimes called the charter. The corpora­
tion is thus given a legal existence as an in­
dividual, it can hold property in its own 
name, and it can sue and be sued, but its 
powers are limited by the statement in its 
articles of incorporation and the statutes of 
the State.
The corporation has now become the 
dominant form of business organization in 
this country. As a result of its special charac­
teristics, it lends itself well to the formation 
of large-scale business enterprises since capital 
accumulation is rendered comparatively easy 
because of the limited liability feature, and 
since concentration of control and continuous 
existence are made possible with the use of 
this form. It is also used widely by small 
enterprises, primarily because of the possibility 
of separating different interests of an in­
dividual or institution, and of combining in­
dividuals in different enterprises in various 
combinations without making each one respon­
sible for the acts of each of the others. Anti­
och College makes use of several corporations, 
:he shoe project alone using three such organi­
zations. But although the corporation has been 
called "the greatest single discovery of modern 
times,” it has also been called names much 
less flattering. Like many another human in­
stitution it has been used to further the selfish 
and unscrupulous motives of some of its 
animate sponsors, as well as to make possible 
much of the material advancement of our 
modern civilization. It is my purpose tonight 
briefly to review some of the difficulties we 
have had in handling this artificial creature 
of the law which have led some to call it a 
modern Frankenstein which may sometime
destroy us and our civilization, and to consider 
some of the suggestions which have been made 
for remedying the difficulties and controlling 
the monster so that it will be a social instru­
ment of real value.
I. T h e  F u n d a m e n t a l  Legal  C o n c e p t s  
A — Difficulties in Applying the Fundamental 
Legal Concepts
1. W hen a list of the fundamental legal 
rights of stockholders of a corporation is pre­
pared, it looks as though the shareholders’ in­
terests were well protected. In the absence of 
his making an agreement to the contrary each 
stockholder usually has the following rights: 
To insist that the purpose of the corporation 
be confined to those stated in the charter, i.e., 
to prevent ultra vires acts; to pass on amend­
ments to the corporation’s charter— this usually 
requires more than a majority vote; to call 
meetings in case the officers do no t; to dissolve 
the corporation— a 2 /3  vote is usually re­
quired ; to share in the assets upon dissolution; 
to dispose of his interests by the sale of his 
stock—an option can be required in favor of 
the directors and remaining stockholders, but 
this is not usually required; to vote at stock­
holders’ meetings, either in person or by proxy; 
to receive dividends from the earnings of the 
corporation; to examine the books of the cor­
poration ; to participate in new issues of capital 
stock; to bring legal action, in a representative 
capacity for all stockholders, in the event 
directors are acting fraudulently in withhold­
ing suit; to defend a suit against the corpora­
tion if the directors do not act; and to sue the 
majority of the stockholders for damages from 
fraudulent acts of the majority.
But the actual attempt to exercise these 
rights may involve many difficulties. The 
stockholder may live in California while the 
home office of the corporation may be in 
Maine. Most of the rights involve bringing 
action at law or in equity for their enforce­
ment and the costs and risk of failure are 
great. The best evidence is always in the hands 
of the opposition, and the changing personnel 
of the directorate and body of officials often 
means that the wrong person will be punished 
by any action which the stockholder may take. 
And, as we shall see, it is possible for the 
stockholder to waive many of his rights by 
agreement, often without realizing that he is 
doing so. The legal theory is that the stock­
holder, in acquiring his shares of stock "as­
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sents” to all of the provisions of the articles 
of incorporation, the by-laws of the corpora­
tion, and to the provisions of the statutes of 
the State in which the enterprise is incor­
porated and of the states in which it does 
business. W hile some such assumption is 
necessary in order to make the corporation a 
legally logical concept and to set up a prac­
ticable basis for handling litigation, it has little 
practical reality.
2. The relationship of the creditor to the 
corporation also involves a somewhat fictitious 
legal theory. One of the earliest doctrines 
developed for this situation was the so-called 
"trust fund” theory, i.e., the amount of the 
stockholder’s contribution represented by the 
capital stock was conceived to be a sort of 
trust fund to be maintained for the protection 
of the creditors of the corporation, and divi­
dends could not be paid from this fund. But 
there was no way to prevent the exhaustion of 
the capital stock by unprofitable operations and 
ventures, and it may be considered almost in­
evitable that if the corporation gets into finan­
cial difficulties, its capital stock will have be­
come exhausted and the creditors will be left 
holding the bag. This is so well recognized, 
that creditors find other ways of getting pro­
tection such as taking a mortgage on particular 
property for security, and getting personal en­
dorsements on obligations of the corporation 
so that they can go behind the corporate fiction 
and collect from some of the individual stock­
holders in case of necessity.
3. Then the literal conception of a corpora­
tion existing only by virtue of the rights and 
powers granted by the State has led to some 
situations which are consistent with pure legal 
logic but which sometimes appear inequitable 
to the layman. If a corporation attempts to 
make contracts which are not within its spe­
cific powers, the courts simply say that such 
agreements can not be made, and do not recog­
nize their existence, and the other party is left 
high and dry, since recourse to the responsible 
individuals is usually impracticable if not im­
possible.
The legal fiction or personality has also 
been abused in the use of the one-man cor­
poration, in which one individual may qualify 
as a corporation by giving a few qualifying 
shares to other members of his family, and 
proceed to escape personal liability for his 
debts. The classic case of this type is described
by Ripley. A leather merchant, being in doubt­
ful circumstances, converted his business into 
a corporation, Aron Solomon & Company, 
Ltd. He held all but six shares of the nominal 
capital, and members of his family held the 
others. He then issued notes to himself which 
were a first claim on the assets. The crash 
occurred, and the House of Lords, in rather 
Gilbert and Sullivan fashion, concluded that, 
in as much as all legal formalities had been 
duly observed, there was no fraud, and the 
creditors were left stranded.
The corporate fiction has been used to avoid 
a provision that land could not be transferred 
to persons of African descent, since it has 
been held that a corporation is not a person of 
African descent even though its stockholders 
are. The provision which is usually included 
in the agreement when a business is sold that 
the former owner will not engage in competi­
tion with his successor has also been made in­
effective by the former owner becoming a 
stockholder in a competing firm. And there 
have been many other attempts, some success­
ful, others not, to use the corporation fiction 
in a somewhat distorted way.
B— Remedies Directed at the Fundamental 
Legal Concepts
1. A provision for cumulative voting for 
directors is often permitted or required by 
State statute. This means that if there are five 
directors to be elected, a stockholder may con­
centrate his votes on one director rather than 
casting one vote per share for each one to be 
elected. Thus it is usually possible for minority 
stockholders to obtain representation on the 
board of directors and the worst forms of mis­
management and concealment by the majority 
are prevented, and stockholders’ rights made 
somewhat more realistic.
2. Judicial interpretation of law is of the 
greatest significance in determining the effec­
tiveness of legislation. It has been suggested 
that the courts could do a great deal to elimi­
nate the use of the corporate form as a shield 
behind which the individuals who are responsi­
ble for the acts of corporations may hide. If 
promoters were held strictly liable as trustees 
for the stockholders in their dealings with the 
corporation, secret profits and other such 
abuses could be prevented much more easily. 
If the courts would more often refuse to recog­
nize the corporate fiction when certain in-
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dividuals have obviously been at fault, a much 
more responsible management could be ex­
pected to develop. If the courts would refuse 
to recognize the one-man corporation when the 
obvious result is to defraud creditors, this 
misuse of the corporate form would be less 
significant.
It should not be inferred that the courts are 
helpless or have done nothing to prevent the 
misuse of the corporate fiction. In one of the 
leading cases— the Standard Oil case in 1892 
(49 Ohio St. 137)—the court said: "All fic­
tions of law have been introduced for the pur­
pose of convenience and to subserve the ends 
of justice. But when they are urged to an 
intent and purpose not within the reason and 
policy of the fiction they have always been dis­
regarded by the courts,” and in this case it 
was held that the actions of individual stock­
holders in forming agreements which were 
against public policy were acts of the corpora­
tion. But the courts worship precedent and, 
up to a certain point, rightly so or our legal 
administration would be chaotic, and they have 
the right to expect that all regular means of 
protection have been exhausted before apply­
ing the rules of equity to modify a strict in­
terpretation of the law. For instance, creditors 
can easily protect themselves against the one- 
man corporation by requiring a personal in­
dorsement on all obligations of the corpora­
tion, and when a man buys out another’s busi­
ness, he could easily include in the agreement 
in regard to the future conduct of the seller a 
provision that the latter should not become a 
stockholder in a competing corporation, and 
the courts have a right to assume that such 
ordinary precautions will be taken. But at 
least to the layman, it seems as though the 
courts could go considerably further than they 
have in prohibiting the use of the corporate 
fiction for undesirable purposes.
3. Other suggestions which have been made 
include the passing of laws which will (a) 
require that each of a minimum number of 
stockholders have a substantial interest in the 
corporation— this is to make the one-man cor­
poration practically impossible; (b ) give 
bondholders voting power so that they can at 
least have representation on the board of di­
rectors; and (c) disenfranchise floating stock,
i.e., stock which is registered in the name of 
a bank or broker while being bought or sold 
on the market—this is to prevent the swapping
of voting rights among brokers and the con­
centration of control in the hands of those 
who may have no investment whatever in the 
corporations concerned; obviously such a law 
would be almost impossible of enforcement 
because shares could be temporarily transferred 
to a dummy owner shortly before the annual 
meeting.
II. T h e  W a iv er  o f  St o c k h o l d e r s’ R ights  
A — Difficulties Arising From Waiver of 
Stockholders’ Rights, Etc.
The granting of corporate charters by the 
various states has reached a stage which is very 
much like the present situation in the granting 
of divorces. Just as there has been a definite 
competition among a few states to see which 
could set up the least annoying requirements 
for the granting of a divorce, there has been 
a contest among others to see which could 
offer the least resistance to the formation of a 
corporation. Delaware is the outstanding char­
termongering State, but Maine, New Jersey, 
Arizona, South Dakota and Nevada have been 
active competitors. In this race to secure the 
revenue from incorporation fees, a prostitu­
tion of government if there ever was one, the 
fundamental concepts of the corporation and 
the relationship of the stockholders, directors, 
and creditors have largely been eliminated and 
the way has been opened for all sorts of abuse 
of the corporate privilege. Many of these 
waivers or eliminations would be harmless if 
but one of them were involved in a given 
case, but in combination they can be extremely 
potent. Some of the provisions of modern 
charters in these more liberal states have 
eliminated:
a. The right of the stockholder to partici­
pate in future issues of stock in proportion to 
his original holdings— his preemptive right.
b. The necessity of getting the approval of 
the stockholders before selling all of the assets 
of the business.
c. The application of the trustee interpre­
tation of the relation of a director to his cor­
poration. W ith this elimination a director may 
deal with his corporation to his own advantage 
and very likely to the great disadvantage of 
the other stockholders without incurring any 
personal liability.
d. Voting power. Voting power is often 
concentrated in a small block of stock, while 
the preferred stock and the larger part of the
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common stock carries no voting power. The 
ordinary stockholder is left solely to the dis­
cretion and generosity of the few insiders and 
has no legal claim for his capital investment 
and nothing to say about running the business.
e. The right to examine the books. There 
was never any intention that a minority stock­
holder should be permitted to make a nuisance 
of himself or that a competitor, by acquiring 
a share of stock, should have access to all of 
the cost accounting records of the firm, but it 
was expected that a stockholder should have 
the right to inspect the corporate records as 
such in order to find out who his fellow stock­
holders were, how many shares each one held, 
how they paid for their stock, and other such 
information. Now it is common to find that 
he has no right at all to inspect any records, 
or in any event his right is limited to the in­
formation that he could easily obtain in other 
ways.
f. A fixed number of years for which the 
charter is granted. Perpetual charters are now 
common. And since the corporate charter has 
been constructed by the courts as a fixed agree­
ment, not subject to any ex post facto legis­
lation, it means that once a charter has been 
wangled from the State, the State never has a 
chance to reconsider the matter as long as the 
corporation is conforming to the terms which 
were in force when its charter was granted. 
It should be said, however, that most State 
laws now provide that the State shall have the 
right under certain circumstances to amend or 
revoke a charter.
g. The limitation of powers. The theory 
that the powers of a corporation were strictly 
limited becomes ineffective in the wording 
of some of the modern articles of incorpora­
tion. The wording is so general that the dis­
tinction between the corporation and the indi­
vidual enterprise or partnership has practically 
disappeared as far as this restriction is con­
cerned.
Now, if a number of these provisions are 
combined in the same charter, the result may 
give some such picture as this: a small group 
of insiders running the corporation with a 
ruthless disregard for the protection of the 
large body of investors, giving themselves fav­
orable contracts, bonuses, and salaries, diluting 
the holdings of preferred and other non-voting 
shareholders by issuing more securities, often 
with prior claims to assets and earnings, with­
out giving the present shareholders a chance to 
continue their proportionate interests, taking 
advantage of inside information to purchase 
stock at low figures from uninformed holders 
and to speculate in the securities of the cor­
poration on the exchanges, and in general to 
benefit themselves in typical Tammany fashion. 
The objection is not so much in the things that 
are done, for they are often done even in the 
presence of all of the traditional safeguards, 
but in the almost complete absence of any 
legal recourse to the stockholder. If the stock­
holder has voting and other powers, he may 
not ordinarily exercise them, but at least they 
give him the right to join other stockholders 
when things get too bad in protecting his 
interests and holding the directors liable for 
breach of trust.
B— Remedies Directed at the Waiving of 
Stockholders’ Rights
1. A Federal incorporation act, whereby all 
corporations doing interstate business would 
be required to take out a Federal charter, has 
been the most common suggestion for meeting 
the problem of chartermongering states which 
have been engaged in a race to see which could 
remove the most restrictions from corporate or­
ganization and conduct. It seems likely that such 
an act would be liberal but would not be as 
extreme as, for instance, the Delaware law. 
At least there would be a high degree of 
uniformity and the complexity of the financial 
structures of large corporations would be 
greatly reduced. Another suggestion of a 
similar sort is the promotion of a uniform 
corporation act. Other uniform acts, such as 
the negotiable instruments act, have been 
widely adopted with the resulting elimination 
of a tremendous amount of confusion and 
difficulty. If most states did adopt the uni­
form act, and public opinion were aroused 
against corporations who incorporated in other 
states, something might be accomplished.
2. Another possible remedy which seems to 
have been used very little is the control which 
any State has over the operations of foreign 
corporations. The State of Ohio may, if it 
chooses, require a Delaware corporation doing 
business in the State of Ohio to conform to 
the Ohio corporation laws and in this way 
make its own laws more effective. California, 
for instance, applies its law which provides 
for compulsory cumulative voting for directors 
to foreign corporations doing business and
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holding an election of directors within the 
State. A State may also discriminate against 
foreign corporations in its taxation, or pro­
hibit them from doing business within the 
State.
This possibility is not quite so important 
as it sounds, for it is often comparatively easy 
to evade such attempts, and the legal inter­
pretation of what constitutes doing business 
within a State is rather liberal. A corporation 
must usually have property or a permanent 
agency within the State, and simply doing 
business by mail or by traveling salesmen 
would not give the State any control over the 
foreign corporation.
3. In regard to the elimination of voting 
power, a number of suggestions have been 
made. If stockholders of the limited amount 
of voting stock were considered as trustees 
for the holders of non-voting stock, the possi­
bility of carrying out successful legal action 
against insiders who take advantage of their 
position would be considerably increased. The 
obvious thing to do is to prohibit the use of 
non-voting common stock and possibly non­
voting preferred stock as well. The principal 
advantage in concentrating control in the 
hands of a few is to make possible quick de­
cisions, and while this facilitates important 
legitimate business, it also facilitates a lot of 
very undesirable actions and eliminates the 
possibility of their prevention before they have 
done a lot of damage. Preferred stock needs 
at least enough voting power so as to prevent 
the dilution of its interest by the subsequent 
issue of bonds and other senior securities, the 
undue retention of earnings, and the sale or 
other disposition of the assets of the corpora­
tion, without its approval.
III. A b s e n t e e  O w n e r s h ip  
A — Difficulties Arising From Absentee 
Ownership
The United States Steel Corporation has 
over a hundred thousand individual stock­
holders, the Pennsylvania Railroad has nearly 
as many, and the American Telephone and 
Telegraph Company four hundred and sixty- 
nine thousand stockholders. Less than one per 
cent of the stock of the American Telephone 
and Telegraph Company is owned by one in­
dividual; and the directors of the New York 
Central Railroad own personally much less 
stock than the road’s unionized employees. 
(Dewing: Corporation Finance.') This ten­
dency toward a wide distribution of stock is 
one of the outstanding characteristics of the 
modern large-sized corporation. The Ford 
Motor Company, which is a family corpora­
tion, is an outstanding exception. Many cor­
porations advertise widely the fact that the 
firm is owned, not by Wall Street millionaires, 
but by their employees, customers, and small 
investors throughout the land. This absentee 
ownership has been strongly encouraged by 
some as a means of socializing industry— of 
permitting the common man to get in on the 
juicy fruits of big business, and so on, but 
some of the results have not been so beneficial 
as might be expected.
1. Customer participation has almost always 
been in the form of non-voting preferred stock 
which has put a great pressure upon the cor­
poration to continue to pay dividends in order 
to maintain its goodwill even when dividends 
should have been passed in order to keep the 
company in good financial condition. This 
type of investment is not a good one for the 
majority of those who make it—the risk is too 
great.
2. The participation of the general public 
has often been in non-voting stocks, but even 
though in voting stocks, the difficulty of at­
tending stockholders’ meetings and the rela­
tively small amount held by each individual 
has resulted in the concentration of control 
in the hands of those who hold considerably 
less than fifty per cent of the outstanding 
stock, the balance of necessary votes being 
obtained by collecting proxies— a divorce of 
financial risk and managerial responsibility 
which may seriously impair the effectiveness 
of the corporate form. W hen this concentra­
tion of control is accompanied by the waiving 
of stockholders’ rights under the more irre­
sponsible State laws, the potential results are 
startling to say the least. Fortunately few 
managements have ever used the maximum 
power which they in this way have acquired, 
and certain restraints are always present such 
as the necessity of keeping stockholders satis­
fied in order to keep up the supply of capital, 
and the desirability of maintaining the good­
will of the public in general, but there are a 
number of ways in which the management 
may take advantage of the situation, such as:
a. Voting themselves large salaries and 
bonuses.
b. Keeping their friends and relatives on
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the payroll at excessive salaries.
c. Diluting the stockholders’ interests when 
the preemptive right to subscribe to additional 
issues has been eliminated, or when only part 
of an original issue is taken at first and the 
management is given the power to dispose of 
the balance. Profits and assets may thus be 
shifted from one group of stockholders to 
another.
d. Refusing to pay dividends. This especi­
ally affects non-cumulative preferred stock­
holders, although legal action may bring re­
lief in extreme cases.
e. Organizing separate corporations with 
closely held stock to which are transferred 
some of the more valuable parts of the first 
corporation’s property such as land, patents, 
etc., so that the original corporation never 
benefits from an appreciation in value.
3. Stockholders’ meetings under a regime 
of absentee ownership are almost certain to be 
purely perfunctory, often with the minutes of 
the meetings prepared in advance. The in­
difference of the stockholder breeds contempt 
in the attitude of the management. Notices 
of meetings are often sent so near to the time 
of the meeting that a good many stockholders 
could not possibly attend, and seldom do they 
have adequate time to consider the matters 
which are to be brought up for decision, as­
suming that the notice contains any informa­
tion about them. Requests for proxies seldom 
contain much of any information about the 
matters to be considered at the meeting. Ripley 
cites a case of a corporation chartered in 
Maine, whose stockholders all resided in 
Europe. The charter specified that notices of 
stockholders’ meetings were to be sent from 
the principal office in Maine at least ten days 
in advance of the meeting, and that unless 
the proxies were returned three days before 
the stated meeting, the treasurer should be 
authorized to cast the vote under the direction 
of the president of the corporation.
4. Absentee ownership is also an important 
contributor toward an undesirable type of 
speculation in corporate securities. The or­
dinary purchaser of a few shares of common 
stock is more apt to be interested in the pos­
sibility of making a profit on the rise in value 
of his investment than anything else. And 
such a purchaser is about the last person in 
the world who should speculate. Speculation 
is a very useful and desirable feature of our
political economy but it should be intelligent 
speculation carried on by those who can afford 
to lose and who carry it on in a professional 
manner.
Absentee ownership, or the wide distribution 
of capital stock holdings, then, is not an un­
mixed blessing but has a good deal of dyna­
mite in it which can wreck a corporate or­
ganization if improperly handled.
B— Remedies Directed Toward the Difficul­
ties of Absentee Ownership
1. Sears points out that the corporations 
have been at fault in not encouraging a more 
active participation on the part of stockhold­
ers. Once the stock has been sold the small 
stockholder is treated as an outsider, as a 
creditor, and information is given to him most 
grudgingly. Sears feels that the corporation 
should take the initiative in encouraging larger 
attendances at stockholders’ meetings, and try 
to build up a spirit of company loyalty. In­
creased sales to its own stockholders would 
be one of the results of such efforts as well 
as giving the corporation the benefit of any 
suggestions the stockholders might make.
2. Ripley puts a great deal of faith in the 
formation of a special stockholders’ committee 
which would act as an intermediary between 
the stockholders and the board of directors, 
and function continuously in the interests of 
the stockholders in much the same way as such 
a committee functions in a time of financial 
reorganization. Important matters of policy 
would be referred to the executive committee 
of this group for advice but final decision 
would still rest with the board of directors. 
Such a committee should have complete access 
to all corporation records, and could require 
an independent audit made at company ex­
pense with the auditors’ report to be turned 
over to the committee, and, at their discretion, 
published for the benefit of all of the stock­
holders. There would be a number of ad­
vantages to the management if such a com­
mittee were formed: the more direct contact 
with the body of stockholders should make 
it easier to raise capital, and easier to get 
proxies and validation of particular trans­
actions ; it would give the directors more 
protection against liability since they could get 
stockholders’ approval more quickly and easily; 
and would create a much better mutual un­
derstanding of the problems of each group.
W hile the advantages of such an arrange­
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ment are obvious enough and while, as Ripley 
says, such a committee could do no harm, I do 
not put much faith in the plan. The extra 
expense would be considerable and there 
would be a great deal of duplication of effort. 
If the management is willing to give the 
stockholders the information it needs and 
cooperate with such a committee, it could do 
it just as well through the board of directors, 
perhaps enlarging that body enough so that 
it would include a real minority representation. 
If it is unwilling to cooperate, the committee 
would be almost helpless. The board of di­
rectors is supposed to be a representative body 
of exactly this type, and it is difficult to see 
how any more interest could be aroused or 
any better body elected if there were two 
groups to be elected instead of one. The 
membership in both would almost certainly 
be determined by those taking an active part 
in running the organization. Something might 
be accomplished, however, if the methods of 
voting were different. If, for instance, each 
stockholder had one vote in the election of 
the stockholders’ committee regardless of the 
size of his investment, the personnel of the two 
groups might be quite different in nature and 
points of view. I can see how such a commit­
tee might be used to good advantage in certain 
corporations, and especially in cases of emer­
gency, but I see no very good reason for in­
creasing the complexity of the organization 
of the ordinary corporation.
3. The appointment of a practising account­
ant as company auditor has been used in some 
European countries and has often been sug­
gested as a means of getting more information 
for the absentee owner, but the results of 
European practice have not been especially 
encouraging. The scope of the audit is seldom 
sufficient to be of real value, the stockholders 
themselves may not want to incur the expense 
of a thoroughgoing audit, and although the 
auditor is supposed to be entirely impartial he 
is almost inevitably inclined to favor the man­
agement with whom he comes into personal 
contact. Most large firms often employ the 
services of Certified Public Accountants in pre­
paring their financial reports.
4. If investment trusts continue to grow 
and are properly managed, many of the prob­
lems of absentee ownership will be solved. 
The investment trust has funds enough so that 
it can own substantial blocks of stock in a
given company and can therefore exercise con­
siderable influence over the directors and man­
agement— it can demand and get adequate in­
formation, and it can finance litigation.
5. The suggestion has also been made that 
each large corporation should have a public 
representative on its board of directors who 
would make sure that the corporation was con­
forming to the State laws. It is a little difficult 
to imagine political appointments of this type 
being effective, but if put under the jurisdic­
tion of a responsible Governmental agency 
such as the Interstate Commerce Commission, 
it has possibilities.
IV. N o -Pa r  St o c k  
A — The No-Par Stock Problems
No-par stock was originally introduced as 
a reform mechanism, intended primarily to 
remove the principal temptation to water the 
capital stock— watered stock occurs when the 
assets which are turned over to the corpora­
tion in exchange for stock are overvalued. The 
situation which gave rise to the overvaluation 
may have been perfectly legitimate—it is often 
necessary and desirable when a corporation 
is organized to give blocks of stock or even 
control to those who do not contribute much 
of any cash or other assets to which a signifi­
cant monetary value can be assigned, such as 
bankers, promoters, owners of patents, etc., 
and when par-value stock was used, it was 
necessary to set up the assets which were con­
tributed, or, if necessary, to devise some fancy 
titles such as goodwill, going value, or or­
ganization costs, at the par value of the stock 
which was given in exchange. W ith no-par 
stock the actual cash value or no value at all 
could be assigned to the assets and the same 
distribution of shares and control could take 
place without the obvious distortion of the 
financial statements. Unfortunately, however, 
like many other reform movements, no-par 
stock has had some unexpected developments.
1. In the first place the use of no-par stock 
does not prevent stock watering; if anything, 
it makes it easier. W ith par stock there was 
at least an upper limit to the values that could 
be placed on the books in connection with the 
issuing of any given number of shares. W ith 
no-par stock there is no such limit.
2. Perhaps the worst thing about no-par 
stock is that it lends itself to the concealment 
of facts. It is entirely possible for stock to be 
issued without any entry being made on the
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books in terms of dollars and cents, when no 
tangible assets have been received in exchange. 
The only change is in the number of shares 
outstanding, and this may not appear on the 
published statements. W ith par stock, at least 
some sort of entry had to be made even though 
the possibility of concealment or distortion 
was by no means absent even then.
3. The dilution of the stockholder’s interest 
becomes easier when no-par stock is used, 
since the stock can be sold at various prices 
at different times even though a shareholder 
who purchases at a higher price gets no more 
out of the corporation than one who purchases 
at a lower price. And this becomes especially 
significant if the preemptive right has been 
waived.
4. No-par stock also lends itself to another 
popular device used in the process of kidding 
the investor, namely, the creation of a paid-in 
surplus out of which dividends are paid from 
the start. That is, the amount received by the 
corporation from the subscriber is split arbi­
trarily into two parts—one is credited to capi­
tal stock and the other to surplus, and the 
corporation immediately goes onto a dividend- 
paying basis, returning to the stockholder part 
of the money he has paid in. The procedure 
is legal in most states. Now there is nothing 
wrong or absurd in stockholders agreeing to 
pay money in and then get part of it back in 
installments, but the whole procedure is seldom 
made clear, and the stockholder usually is led 
to believe that he is receiving a distribution 
of the earnings of the corporation. The 
corporation is not really at fault. It has simply 
discovered that this new army of small in­
vestors expects to receive income on its invest­
ments right from the start just as it always has 
from savings accounts and other forms of in­
terest-paying investments, and it makes its 
plans accordingly. But the whole procedure 
has an undesirable ethical flavor and helps to 
build up a contempt for open and fair dealing.
5. W hile it may be possible to imagine or 
discover cases in which control should not 
accompany substantial cash or other tangible 
contributions, we usually expect that the two 
should go together. No-par stock makes it 
possible to give control to those who have 
little real financial interest in the venture 
without the matter being obviously apparent, 
and in this ways helps along some of the other 
difficulties we have mentioned.
6. No-par stock can be used for so-called 
stock split-ups which are not the same as 
stock dividends, for there is no change in the 
amount of distributable surplus— the same 
amount of capital stock is simply represented 
by a larger number of shares. The result is to 
reduce the market value of the stock per share, 
and while there is nothing inherently wrong 
in this there is seldom any very good reason 
for doing it, at least nothing that really pro­
motes the welfare of the corporation and its 
stockholders. It is more apt to be a part of 
the process which gives the stock a wider 
market, encourages excessive speculation, tends 
to raise the market price in proportion to the 
book value, and so on, matters which have 
been occupying altogether too much of the 
time and attention of some corporate directors.
No-par stock, then, is a flexible device, and 
because of its flexibility may either be very 
beneficial or very harmful. Ripley is inclined 
to get rather hysterical about it and would not 
permit it to be used, but I feel that since it 
is the only type of stock which does permit 
the accurate accounting for complex stock 
transactions, it should be retained with cer­
tain restrictions which I shall mention later, 
and that par stock is a clumsy device which 
should perhaps be required for simple finan­
cial set-ups but which is by no means free from 
the possibility of manipulation.
B— Remedies Directed Toward No-Par Stock
1. The plan adopted in some states of re­
quiring that each issue of no-par stock be given 
at least a statutory minimum value has much 
to be said for it. It prevents much of the con­
cealment which is possible with no bottom 
limit—stock cannot be issued without any dol­
lars-and-cents record. The minimum should 
be low, however, for it sets up a semi-par 
which brings with it many of the objections 
to a regular par value.
2. I should heartily approve a law which 
would prohibit the payment of dividends out 
of paid-in surplus. The law has never been 
very definite in defining the source of divi­
dends but the general intention seems to have 
been to limit dividends to actual earnings.
3. Since most of the objections to no-par 
stock come from concealment of the facts, and 
misunderstood figures, adequate publicity will 
meet most of the objections to this type of 
security.
(To be continued)
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Controlling Retail Inventory*
By V. F. Li n d n e r , Milwaukee, Wisconsin
"In the mercantile businesses an accurate 
determination of the profit earned is depend­
ent on a proper valuation of the inventory of 
merchandise on hand at the end of the period 
in order to determine correctly the cost of 
merchandise sold.” —M cN a ir .
I N  this day of low prices, keen competition 
and small profits, it is quite evident that 
the controller of every retail outlet must place 
special emphasis on his present method of 
controls so that they may best be able to serve 
their purpose. Of major importance are the 
merchandising controls which include controls 
over inventories, slow-moving merchandise, 
unit controls, and the like. This paper deals 
with one phase of the retail method of in­
ventory.
The fundamental theory of retail inventory 
is quite simple, and the operation is also sim­
ple when used in organizations where there 
is little price-changing taking place. It is 
adaptable to all retail stores, but is the most 
successful in specialty stores and such other 
organizations where most of the merchandise 
is finally sold in a regular manner at the price 
at which it was originally marked. Many de­
partment stores have also found the retail 
method of inventory very practical for the 
purpose of determining cost inventories.
Today, however, we find that in many stores 
this method of inventory control has changed 
from a simple system to one which, chiefly 
due to constant price fluctuations, has become 
quite intricate and at times even unwieldy. 
This paper has been prepared in the belief 
that there are a few fundamental weaknesses 
in the present application of retail inventory, 
especially in certain stores promoting a large 
number of sales, and that these weaknesses are 
of material interest to all controllers since the 
result of operation of the retail method of in­
ventory directly affects all financial statements.
One of the major retail inventory problems 
at the present time centers around the accepted
*Prize-winning essay in the 1932 contest under 
the auspices of the Controllers Congress for award 
offered by Ernest Katz, Executive Vice-President 
of R. H. Macy & Company, Inc.
procedure and practice of marking regular 
merchandise purchased for special sales at the 
sales price. I propose to discuss the seriousness 
or weaknesses of this practice, and to suggest 
a few fundamental rules which, if applied 
with a little common sense, will result in a 
system of inventory control which satisfies 
the demands of the accountant, the mer­
chandiser and the store operator.
R e c o m m e n d e d  P r o c e d u r e  
Before making definite recommendations, 
let us briefly review the retail inventory for­
mula, as this is the foundation of our problem. 
Retail inventory is an averaging method by 
which the cost inventory on hand at any one 
time is equal to the retail stock reduced to  
cost by a cost factor, which factor is equal to 
the cost of the opening inventory plus all 
purchases for the fiscal period, divided by the 
total original retail. The following serves as 
an illustration:
Cost: Inventory at beginning of the
p e r io d .............................................. $ 30,000
plus
Purchases at cost............................. 55,000
plus
Transportation ...............................  5,000
divided by
Retail: Inventory at sales price......... 50,000
plus
Purchases at sales price.................. 100,000
equals
90,000
------------- =60% = Cost Factor.
150,000
By deducting sales, mark-downs and allow­
ances for shrinkage— all at retail-—from total 
retail purchases, a retail inventory may be 
determined at any time without making a 
physical count of all merchandise on hand. 
Cumulative purchases at retail, minus sales, 
mark-downs, and reserve for shrinkage, equal 
book inventory at retail. In this manner it is 
possible to determine monthly inventories and 
monthly gross profits by departments. All 
mark-downs or losses at retail are reflected as 
losses for the current period, thus keeping all
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merchandise on hand priced at a cost to yield 
a normal gross profit. This normal rate, 
known as the initial mark-up, is equal to one 
hundred per cent (100% ) minus the factor 
representing the cost percentage. The entire 
theory of retail inventory is based on the 
assumption that the high-cost and low-cost 
merchandise appear in the closing inventory 
in the same proportion that they appear in the 
total purchases.
The retail inventory method was designed 
to produce automatically a monthly or periodic 
gross profit and to simplify the taking of 
physical inventories in that inventories could 
be taken at retail only, eliminating all cost 
codes, but at the same time produce an in­
ventory cost which was equal to original cost 
or market, whichever is the lower. Such in­
formation was easily and accurately obtained 
so long as all merchandise purchased for any 
one department was marked at its resale price 
and carried an initial mark-up within reason­
able limits of a normal mark-up for that de­
partment, resulting in ideal operation in such 
stores where all merchandise was actually 
marked, where special purchases were few in 
number, and where frequent "sales” were 
unknown.
As stated in the introduction, the theory of 
retail inventory is not complicated, but it has 
been found that the actual operation of the 
system is not as simple as might be expected. 
The cause, however, is not necessarily due to 
weaknesses of the system but in many cases 
is due directly to the complicated present-day 
department-store operation. It can safely be 
said that the majority of these complications 
are a direct result of terrific drives for sales 
volume, which are greatly accelerated today 
due to present economic conditions.
The above is by no means the only difficulty 
encountered. This proposition of gaining 
public goodwill and trying to make Mrs. 
Customer spend more money has in many 
cases resulted in a "footballing” of prices. 
Practices such as these are an added burden 
in the operation of a simplified method of 
perpetual control —  the oftener prices are 
changed the greater the chance for error.
The principle that merchandise should al­
ways be marked at its immediate resale price 
has undoubtedly been interpreted too literally, 
especially at the present time. It is true that 
the fundamentals of "retail” are based on
this principle, but one must be very careful 
in its execution. For example, the practice to 
mark a shipment of regular merchandise at 
other than regular price simply because the lot 
will be used in a one-day special sale can be 
proven to be quite wrong. Such practices, if 
carried out to any large extent, result in dis­
torted initial mark-ups and consequently into 
a misrepresentation of monthly gross profits 
and monthly cost-inventory valuation. In ad­
dition, an attempt literally to mark all mer­
chandise at its immediate resale price, when 
such practice results in marking identical mer­
chandise at two or more prices, results in 
difficulties in operation.
Common among such difficulties are prob­
lems encountered in controlling merchandise 
at two different prices, especially when mer­
chandise is stored in warehouses or stock­
rooms; confusion to customer if merchandise 
appears on counters at two prices; confusion 
resulting in an attempt to distinguish between 
mark-downs and mark-up cancellations or 
between mark-down cancellations and straight 
mark-ups and the like.
In spite of the complications encountered, 
many authorities on retail inventory continue 
to advocate the practice of marking all mer­
chandise at its intended resale value. Bearing 
in mind that the final gross profit on any item 
is equal to the difference between the price at 
which it is purchased and the price at which 
it is sold, we begin to realize that the original 
marked price has no direct bearing on the 
profit or loss statement over a long period of 
time. It is quite true, however, that the 
original marking of the merchandise will affect 
a current inventory and consequently a current 
profit.
The writer is convinced, however, that in 
order properly to operate retail inventory in 
stores which do a large amount of special 
sales promoting, it is necessary to make one 
exception to the general rule of marking all 
merchandise at the immediate resale value, 
namely, on regular stock items purchased for 
special promotion to be sold at a price less 
than regular retail. It is understood that no 
rule can be set and made applicable in all 
cases, yet it is felt that the exception recom­
mended relative to the marking of regular 
promotional items can be safely adopted.
The following rules are definitely recom­
mended for the proper retailing of regular
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stock merchandise:
1. All regular stock items should in all 
cases be retailed at the regular selling price 
regardless of whether the item has been pur­
chased for regular selling or for special pro­
motion.
2. Regular items bought at a "price” for a 
special selling promotion should be marked 
at the regular price and all reductions for sale 
purposes taken in the form of a mark-up can­
cellation.
3. All reductions in retail price taken be­
cause of rebates, refunds from manufacturers 
and the like should be taken as mark-up can­
cellations.
4. Purchase of discontinued regular items 
should be marked at the close-out retail; a 
permanent mark-down to be taken on all regu­
lar stock on hand at time of special purchase.
a. All purchases can within reasonable 
limits be marked at a close-out retail price 
providing no similar stock remains on hand 
at a higher price or provided all mer­
chandise on hand is permanently marked 
down to meet the close-out retail.
5. Valuation prices should be shown in can­
celled type. In no case should merchandise be 
charged to purchases at a valuation retail.
R e a so n s  fo r  R e c o m m e n d a t io n s
McNair, in his book on The Retail Method 
o f Inventory, in speaking of special sales 
items, that is, items which do not carry a 
normal mark-up, states, "But where the pro­
portions of such specially bought, specially 
priced merchandise are large, the safest pro­
cedure is to open an entirely separate division 
of the stock ledger for such merchandise, and 
to accumulate therein figures on stocks, pur­
chases, and sales of such goods separate from 
the merchandise records of other goods in 
the department.” The above statement is an 
admission that merchandise carrying a mark-up 
considerably below normal, a class to which 
regular merchandise purchased for a special 
promotion belongs, should not be combined 
with statistics for the regular selling depart­
ment. Knowing that it would be practically 
impossible to operate two selling departments 
for identical merchandise and knowing that a 
good deal of merchandising control would 
thereby be lost, we have not considered the 
possibility of a separate department as prac­
tical. W e can, therefore, confine ourselves to
the reasons for retailing all regular mer­
chandise in a regular manner, rather than at 
the immediate resale value, when the latter 
price is less than regular.
All points of discussion can be divided into 
two groups as follows:
I. Those arguments which affect the de­
termination of cost inventories and gross 
profits.
II. Those arguments which affect the con­
trol of inventories and gross profits.
Article 1582 of Treasury Decision 3296, 
in speaking of valuation of inventories, states 
in part, "The act provides two tests to which 
each inventory must conform— (1) It must 
conform as nearly as may be to the best ac­
counting practice in the trade or business, and
(2) it must clearly reflect the income.”
The first group of arguments advocating 
the retailing of regular merchandise at regu­
lar price at all times deals with the effect of 
original marking on cost inventories and gross 
profit. These points can best be approached 
by putting the "generally accepted” practice 
on the defense. Three leading questions can 
be asked:
1. Does the practice of marking all mer­
chandise at its immediate resale value "clearly 
reflect the income,” especially when applied to 
regular merchandise purchased for a special 
promotion ?
2. Is the cost inventory determined on the 
basis of marking regular merchandise at its 
immediate resale value always representative of 
the merchandise actually contained in the in­
ventory ?
3. Is the practice of retailing regular mer­
chandise at a promotion price consistent with 
the accepted practice of accounting for retail 
inventory ?
The first question can definitely be answered 
in the negative. It is only logical to expect an 
overstatement of gross profit when, for ex­
ample, a large portion of total purchases con­
stituting items with a twenty per cent (20% ) 
mark-up are charged to a department which 
has a normal cumulative mark-up of forty per 
cent (4 0 % ). Immediately upon being charged 
to purchases, such items lose their low mark-up 
identity and assume an average cost which is 
the basis of the retail method. Naturally, the 
sale of the low mark-up merchandise will re­
flect a gross closer to forty per cent (40% ) 
than to twenty per cent (20% ) at time of
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sale, and consequently, the subsequent selling 
o f regular merchandise will result in a gross 
less than actual.
An illustration will probably best serve the 
purpose. This illustration deals with a situa­
tion in which regular merchandise bought at a 
regular price is originally marked at a special 
selling price which yields a mark-up very much 
below normal. W e will speak of this as an 
actual occurrence.
A furniture department which did an annual 
volume of about $600,000 with an original 
mark-up of forty per cent (40% ) and a 
final gross of thirty-four per cent (34% ) 
decided to promote $100,000 worth of spe­
cially purchased merchandise at a mark-up of 
only twenty per cent (2 0 % ). The sale was 
held in March and the merchandise purchased 
in  February at a net cost of $80,000. Pre­
vious purchases, including opening inventory 
(see Exhibit A ), had amounted to $300,000 
retail and $180,000 cost with a mark-up of 
forty per cent (4 0 % ), while January sales 
totaled $50,000 with $5,000 in mark-downs, 
resulting in a thirty-four per cent (34% ) 
gross of $17,000.
The special purchase in February (see Ex­
hibit B) at a mark-up of twenty per cent 
(2 0 % ) plus all previous purchases and the 
opening inventory at forty per cent (40% ) 
mark-up resulted in a cumulative purchase of 
$400,000 at retail and $260,000 at cost, yield­
ing a cumulative mark-up of thirty-five per 
cent (3 5 % ). During February, total sales 
amounted to $100,000, all of which were 
made from regular stock. Mark-downs 
amounted to $10,000 or ten per cent (10% ) 
to sales. The actual gross profit as determined 
by the formula 40% — [(1 .00  —  .40) x 10] 
was thirty-four per cent (3 4 % ). The book 
profit, however, for the month was 25.75% to 
sales or $25,750, a decrease of $8,250 over 
actual. The cumulative gross amounted to
28.50% to sales. After receiving a complaint 
from the buyer, an investigation was made. 
It will be interesting to see what this investiga­
tion disclosed and how this book profit de­
crease over actual for $8,250 for the month 
of February was brought about.
The cost valuation of the special purchase 
was changed from a twenty per cent (20% ) 
to a thirty-five per cent (35% ) mark-up basis 
immediately upon being charged to the de­
partment (35%  was the cumulative mark-up 
after the charge had been made). The cost 
factor was consequently changed from eighty 
per cent (80% ) to sixty-five per cent (65% ) 
of retail or a reduction of fifteen per cent 
(15% ) on $100,000, which equals $15,000. 
In the meantime, the cost value of the regular 
stock on hand at the end of February was 
changed from a forty per cent (40% ) to a 
thirty-five per cent (35% ) mark-up basis, 
which increases the cost from sixty per cent 
(60% ) to sixty-five per cent (65% ) of total 
retail. Regular stock inventory of $135,000 
less five per cent (5 % ) equals $6,750. (Regu­
lar stock purchases of $300,000 minus sales 
of $100,000 and mark-downs of $15,000 
equal $135,000.) A $15,000 decrease in value 
of special purchases minus increase valuation 
of $6,750 on regular stock results in a net de­
crease in inventory and gross profit of $8,250.
During March (see Exhibit C ) , sales 
amounted to $100,000 and consisted entirely 
of special-sale merchandise. The gross profit 
amounted to $35,000 or thirty-five per cent 
(35.0% ) to sales. (No purchases made and 
no mark-downs taken. Gross equal to cumu­
lative mark-up.) The total inventory and 
gross profit was overstated by $6,750 which 
is equal to the increased valuation on the 
regular stock. The actual cumulative gross 
of 28.40% appeared on the records as 31.10%, 
an increase of 2.7% to sales ($6,750 +  
$250,000).
EXHIBIT A 
Ja n u a r y  P e r f o r m a n c e
Accepted Practice
Retail Cost Mark-up
Opening Inventory Plus January Pur­
chases ................................................. $300,000 $180,000 40.00%
January S ales........................................$ 50,000
January M ark-dow ns........................... 5,000 =  10.00% to Sales
Total Retail Reductions 55,000
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Closing Inventory ........................... $245,000 $147,000 40.00%
Purchase C o s t ...................................... 180,000
Closing Inventory ...............................  147,000
Cost of Sales............... ...................... 33,000
Sales .....................................................  50,000
Cost of Sales..........................................  33,000
January Gross Profit........................ $ 17,000 =  34.00% to Sales
Recommended Practice
Retail Cost Mark-up
Opening Inventory Plus January Pur­
chases ................................................. $300,000 $180,000 40.00%
January Sales........................................$ 50,000
January M ark-dow ns........................... 5,000 =  10.00% to Sales
Total Retail Reductions......................  55,000
Closing Inventory ........................... $245,000 $147,000 40.00%
Purchase C o s t ...................................... 180,000
Closing Inventory ...............................  147,000
Cost of Sales...................................... 33,000
Sales .....................................................  50,000
Cost of Sales..........................................  33,000





January Cumulative Purchase.............  $300,000 $180,000 40.00%
February Purchases.............................  100,000 80,000 20.00%
T o ta l ................................................. $400,000 $260,000 35.00%
Sales:
January ............................................ $ 50,000
February ..........................................  100,000
150,000
Mark-downs:
January ............................................  5,000 =  10.00% to Sales
February ..........................................  10,000 =  10.00% to Sales
15,000 =  10.00% to Sales 
Total Retail Reductions......................  165,000
Closing Inventory ........................... $235,000 $152,750 35.00%
Purchase C o s t ........................................260,000
Closing Inventory ............................... ..152,750
Cost of Sales........................................107,250
Sales ..................................................... ..150,000
Less Cost of Sales................................. ..107,250
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February Cumulative Gross Profit. 42,750 — 28.50% to Sales 
Less January Gross Profit................ 17,000 =  34.00% to Sales
February Gross Profit...................... $ 25,750 =  25.75% to Sales
Recommended Practice
Retail Cost Mark-up
January Cumulative Purchase.............  $300,000 $180,000 40.00%
February Purchases............................. 133,333 80,000 40.00%
T o ta l ................................................. $433,333 $260,000 40.00%
Sales:
January ............................................ $ 50,000
February ..........................................  100,000
150,000
Mark-downs:
January ............................................  5,000 = 10.00% to Sales
February ..........................................  10,000 =  10.00% to Sales
15,000 =  10.00% to Sales 
Total Retail Reductions......................  165,000
Closing Inventory ........................... $268,333 $161,000 40.00%
Purchase C o s t ...................................... 260,000
Closing Inventory...............................  161,000
Cost of Sales............................... 99,000
Sales .....................................................  150,000
Less Cost of Sales.................................  99,000
February Cumulative Gross Profit. 51,000 =  34.00% to Sales 
Less January Gross Profit................ 17,000 =  34.00% to Sales





February Cumulative Purchases......... $400,000 $260,000 35.00%
Sales:
January ............................................ $ 50,000
February ..........................................  100,000
March .......................................... .. . 100,000
250,000
Mark-downs:
January ........................ ...................  5,000 =  10.00% to Sales
February ............. ............................  10,000 =  10.00% to Sales
M a rc h ................................................................
15,000 =  6.00% to Sales 
Total Retail Reductions......................  265,000
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Closing Inven to ry ...........................
Purchase C o s t ...................................... 260,000
Closing Inventory ...............................  87,750
Cost of Sales...................................... 172,250
Sales .....................................................  250,000
Less Cost of Sales.................................  172,250
March Gross Profit Cumulative to
D a te ..............................................  77,750
Less February Cumulative Gross
P ro f it ............................................  42,750
March Gross Profit........................ $ 35,000
February Cumulative Purchases.........
Sales:
January ............................................ $ 50,000
February ..........................................  100,000
March ..............................................  100,000
250,000
Mark-downs:
January ............................................  5,000
February ..........................................  10,000
Match ..............................................  33,333
48,333
Total Retail Reductions......................
Closing Inven to ry ...........................
Purchase C o s t ...................................... 260,000
Closing Inventory ...............................  81,000
Cost of Sales...................................... 179,000
Sales .....................................................  250,000
Less Cost of Sales.................................  179,000
March Gross Profit Cumulative to
D a te ..............................................  71,000
Less February Cumulative Gross
P ro f it ............................................  51,000
March Gross Profit........................ $ 20,000
The writer does not believe the illustration 
to be an extreme example of what actually 
often happens. A large majority of depart­
ment stores are confronted with that very prob­
lem today; its seriousness, however, depends 
entirely upon the degree to which this type 
of merchandising is practiced.
To summarize— merchandise thrown into
$135,000 $ 87,750 35.00%
=  31.10% to Sales
=  28.50% to Sales
=  35.00% to Sales
Recommended Practice
Retail Cost Mark-up 
$433,333 $260,000 40.00%
=  10.00% to Sales 
=  10.00% to Sales 
=  33.33% to Sales
=  19.33% to Sales
298,333
$135,000 $ 81,000 40.00%
=  28.40% to Sales 
=  34.00% to Sales 
=  20.00% to Sales
purchases at a price showing considerably less 
than a normal mark-up will tend to decrease 
the gross on regular merchandise, increase the 
gross on special purchases, and over a period 
of time tend to over-valuate the cost inven­
tories. Such current discrepancies in inven­
tories and gross profits are merely fluctuations 
up or down from month to month, but affect
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the financial statements accordingly. In this il­
lustration, the over-valuation totals $50,000 on 
every $1,000,000 worth of retail stock. The 
reverse of the above happens if valuation re­
tails are placed on merchandise. This will 
tend to under-state the inventories and the 
gross on the over-valuated stock and will in­
crease the gross on all other stock.
In answer to the second question, "Is the 
cost inventory determined on the basis of 
marking regular merchandise at its immediate 
resale value always representative of the mer­
chandise actually contained in the inventory?” 
we find that the marking of regular mer­
chandise at promotional prices which results 
in low initial mark-ups not only over-valuates 
the cost inventories but it also results in an 
inventory cost which is not representative of 
the merchandise actually contained in the in­
ventory. Retail inventory is essentially an 
averaging method with all costs based on 
averages. The cumulative purchase mark-up 
is used at the end of an accounting period to 
determine the cost of inventory on hand at 
that time. It is a fundamental assumption that 
items should appear in inventories in the same 
ratio as they appear in purchases. Conse­
quently, if a selling department is properly 
operated, the percentage of merchandise on 
hand more than a year old bears approximately 
the same relation to total inventory as the 
opening inventory bears to the total cumulative 
purchases to date. However, if certain pur­
chases of regular merchandise are made at a 
regular cost but are priced at a promotional 
retail, it is only natural to assume that none 
o f these purchases will appear in the closing 
inventory, at least not when a similar item is 
carried in stock at a higher retail, since it is 
only natural for the buyer to use the low-priced 
merchandise first in an effort to avoid un­
necessary mark-downs. The result is one in 
which relatively "high cost” merchandise is 
charged to purchases, thereby increasing the 
cost factor, such cost factor affecting only the 
regular-priced merchandise which remains in 
the inventory and over-stating it accordingly. 
The seriousness of this error, again, depends 
entirely on the extent to which such a con­
dition exists.
Our third contention is that the pricing of 
regularly purchased merchandise at promo­
tional retails constitutes a departure from the 
accepted accounting for retail inventory. This
statement is made on the basis that the pricing 
of a regular item at less than its regular retail 
when it is intended to continue to carry this 
item at its regular retail in the future produces 
the same result as would be accomplished if 
the item were marked in the regular manner 
and later reduced by means of a mark-up can­
cellation.
Kilduff, in his text on "Inventory Practice 
and Material Control” in speaking of price 
changes states in part, "An additional mark-up 
cancellation is the amount by which an ad­
ditional mark-up is reduced. This cancella­
tion cannot exceed the amount of the additional 
mark-up.” It is obvious that there can be no 
additional mark-up cancellations where no ad­
ditional mark-ups have been taken. It is pos­
sible to produce this situation by originally re­
tailing the merchandise at a very low mark-up 
only to be increased in price by means of an 
additional mark-up. However, it is believed 
that such a practice is no sounder than it 
would be originally to retail all merchandise 
at cost or less, such retail to be followed by 
an additional increase in retail so that all 
subsequent reductions could be taken as mark­
up cancellations rather than as mark-downs, 
thereby eliminating mark-downs entirely. A 
procedure such as this would certainly not be 
considered when it can be shown that in ex­
treme cases it would lead to a point where 
the cost value of the inventory of any one 
item, as determined by the retail method, 
would be equal to and in some cases even 
exceed the retail value of the merchandise. 
Such a condition would present itself when 
merchandise is reduced below actual cost. 
Consequently, the marking of regular merchan­
dise at less than regular retail constitutes the 
taking of a mark-up cancellation, which can­
cellation is not acceptable from the standpoint 
of good accounting.
The second group of arguments which prove 
that the marking of regular merchandise for 
promotional purposes at a lower-than-regular 
price is undesirable, deals with the difficulties 
in merchandising and stock control, some of 
which have a direct bearing on current gross 
profits.
Merchandising control is seriously affected 
especially where an item may be promoted 
from stock in one year, resulting in a large 
mark-down, and purchased especially for pro­
motion the next year, thereby resulting in no
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mark-downs but a correspondingly lower 
initial mark-up. It appears that all control of 
initial mark-ups and mark-downs would there­
by be lost. In some cases, merchandise is pur­
chased a season in advance, or in many cases 
well in advance of the regular selling season. 
In such instances, the buyer has no choice in 
marking, for he will not know which items are 
to be used for sale purposes. In any event, he 
will feel that he is being penalized by having 
to take a mark-down at time of sale when he 
knows that it could be avoided if he would 
buy just prior to the sale event. It may even 
be reasoned on this basis that he will fail to 
take advantage of quantity discounts and do 
too much "hand-to-mouth” buying.
The marking of regular merchandise at pro­
motional prices and holding same from sale 
may often result in lost sales at regular prices, 
especially in style merchandise when the stock 
on hand may be incomplete without the new 
purchase. The combining of both stocks for 
either regular or special selling will cause 
confusion in either event, that is, confusion 
as to prices if combined for regular selling 
and confusion in determining proper mark- 
downs, mark-down cancellations and direct 
purchase mark-ups when combined for special 
selling.
It is not difficult to see that problems arise 
in making price changes. It becomes a marking 
and stockkeeping task to keep two lots of 
identical merchandise separate, and it is not 
unusual to have mark-downs over or under­
stated by large amounts as a result. W here 
sale merchandise is marked up after the sale, 
confusion results in segregating that stock 
which was previously marked down from such 
stock which was purchased at the special sell­
ing price, consequently, confusion between 
purchase mark-up and mark-down cancella­
tions. A problem of the same type although 
much more serious in extent arises when this 
same principle is applied to merchandise which 
is not marked. As a rule all merchandise 
should be marked, but there are cases, such as 
soap, where it is not practical, if not physically 
impossible, to mark merchandise.
A second problem—one of stockkeeping— 
arises when similar merchandise is marked 
two or more prices. It is not to be wondered 
at that the buyer will want to draw on the low- 
priced merchandise so as to avoid mark-downs. 
This, of course, leaves the old stock to ac­
cumulate and deteriorate in the warehouse or 
stockroom. W here departments are operating 
under unit control, it is almost impossible to 
keep controls on the reserve stock since the 
operator does not know whether it is high or 
low retail merchandise that is moving.
The following illustration will confine itself 
to demonstrating what variations of book fig­
ures are cause by confusing purchase mark-ups 
with mark-down cancellations, such confusion 
resulting from marking similar merchandise 
at two or more prices.
Retail inventory is based on the principle 
that it prices merchandise at cost or market, 
whichever is the lower. Let us assume that an 
item is purchased at seventy-five cents to retail 
at $1.25, a mark-up of forty per cent (4 0 % ). 
The cost of that item at any time, providing 
the procedure is handled properly, will be sixty 
per cent (60% ) of its retail price (100%  —  
40 % ). The department is thereby always kept 
on a normal profit basis, all losses being taken 
at time of mark-down and not at time of sale. 
The latter is the cost method. If the item is 
now reduced from $1.25 to $1 at retail, the 
cost, if the reduction is handled as a mark­
down, will be sixty per cent (60% ) of $1 
or sixty cents. This is correct on the theory 
that the item can now be sold at $1 still show­
ing a forty per cent (40% ) gross. The loss 
is reflected in the period in which the reduc­
tion was taken. Should this loss not be 
handled as a reduction of retail stock but as a 
reduction of purchases, thereby reducing the 
purchases to $1 at retail and seventy-five cents 
at cost resulting in a mark-up of twenty-five 
per cent (2 5 % ), the cost would still remain 
seventy-five cents $1 x (100 —  25). The 
purpose of retail inventory is now defeated. 
The inventory does not reflect the reduction 
in the value of the item but maintains it at its 
original cost. Assuming that all mark-downs 
were taken as mark-up cancellations and that 
purchases are equal to sales, a store with a 
forty per cent (40% ) mark-up and an average 
of ten per cent (10% ) to sales in mark-downs 
would inflate its inventory six per cent (6% ) 
of retail value (10%  x (100 —  40) or 
$60,000 cost per $1,000,000 retail inventory. 
This is indeed a serious problem from the 
standpoint of net worth and income tax.
Again the illustration is not extreme, but the 
extent of the inflation in all cases depends 
(Continued on page 440)
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Documentary Stamp Taxes, 1798-1932
Comparison of Rates in Different Acts Together With 
Receipts from Stamp Duties
By H o w a r d  C l in t o n  B e c k , C .P .A ., W a sh in g to n , D. C.
Washington, D. C., 
January 4, 1933.
Hon. J. W. Collier, Chairman,
Ways and Means Committee,
House of Representatives.
Sir:
There is herewith submitted for the infor­
mation of the Ways and Means Committee 
an exhibit showing the several rates of taxa­
tion provided by Congressional enactments 
since the beginning of the Federal Govern­
ment, upon business transactions, legal docu­
ments, etc., and collected by means of Docu­
mentary Internal Revenue Stamps affixed to 
the document or paper evidencing the subject 
of taxation.
There is also submitted an exhibit showing 
the amount of money received each year since 
1798, from the taxes imposed by these several 
acts of Congress.
All taxes of this character have been im­
posed to provide additional revenue because 
of extraordinary expenditures on account of 
military operations or to relieve the burden of 
debt resulting therefrom.
The first Act of this character, approved 
July 6, 1797, became effective July 1, 1798, 
the revenue to be derived therefrom being 
necessary because of the large foreign and do­
mestic debt growing out of the Revolutionary 
W ar and the formation of the Federal Gov­
ernment. This Act remained in effect until 
July 1, 1802.
The W ar of 1812 brought greatly increased 
expenditures, as a result of which another 
Stamp Act was approved on August 2, 1813. 
The taxes imposed by this Act were much less 
in number than those in the earlier Act, being 
confined to Bank Circulation and Discounted 
Promissory Notes, but produced a much larger 
revenue. This act remained in effect until 1818.
The Civil W ar brought on an enormous in­
crease in Federal Expenditures, and on July 
1, 1862, a Bureau of Internal Revenue was 
created, many new taxes were imposed, in­
cluding an extensive series of Stamp Taxes on
documents, effective October 1, 1862. This 
Act, with numerous amendments affecting 
rates, remained in effect until 1872, when the 
tax on documents was repealed except as to 
checks and drafts, which tax continued until 
1883.
The W ar with Spain caused again need for 
additional revenue, and on June 13, 1898, 
another Stamp Tax was imposed on docu­
ments, modeled largely on the Civil W ar Act. 
This Act was only in effect until 1902, but 
produced in 1899, 1900 and 1901 more than 
twice the similar annual revenue from 1865 
to 1872.
After the outbreak of the W orld War, the 
necessity for increased revenue became ap­
parent, and on October 22, 1914, another 
Documentary Stamp Tax was imposed. The 
taxes provided in this Act, except as modified, 
eliminated, or in some cases increased by sub­
sequent legislation, have remained in effect 
until the present time, with the exception of 
the period from September 8, 1916, to Decem­
ber 1, 1917.
In June, 1932, a tax on checks was imposed, 
which under the 1862 and 1898 acts had been 
collected by requiring a stamp on the check. 
The 1932 law provided that the proceeds of 
the tax be reported and paid by the bank 
honoring the check, which in turn had previ­
ously charged the depositor’s account with 
two cents for each check paid. By this 
method of collection, there are necessitated 
millions of calculations and entries by the 
bookkeepers of more than 20,000 banks, cor­
responding entries on the books of the banks’ 
depositors, and more than 240,000 reports 
during the year to Collectors of Internal Rev­
enue. Upon the Collectors is imposed the re­
sponsibility of seeing that such reports are 
made promptly, and the labor and expense of 
determining that said reports are correctly 
made is self-evident. Another weakness in 
this method is not only that the Government 
does not get the money until after the tax has 
been collected, but if the bank fails, of which 
there have been hundreds of cases in the past
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Receipts from Documentary Stamp Taxes 1798-1932
Internal Revenue Reports
Act of 1797: 1880 ............. .................. 7,668,394.22
1798 ............. ..................$ 123,935.70 1881 ............. .................. 7,924,707.95
1799 ............. .................. 241,123.48¼ 1882 ............. .................. 8,139,217.96
1800 ............. .................. 221,339.221/2 1883 ............. .................. 7,658,630.75
1801 ............. .................. 268,041.61 1884 ............. .................. 183,145.69
1802 ............. .................. (Not found) Act of 1898:
Act of 1813: 1898 ............. .................. 724,073.94
1 8 1 4 ............. .................. 370,945.27 1899 ............. .................. 38,618,081.20
1815 ............. .................. 334,209.70 1900 ............. .................. 36,416,082.11
1 8 1 6 ............. .................. 362,537.37 1901 ............. .................. 34,998,836.30
1 8 1 7 ............. .................. 409,374.74 1902 ............. .................. 12,913,856.90
1 8 1 8 ............. .................. 14,772.38 Acts of 1914 and Later Years:
Act of 1862 and Later Years: 1915 ............. .................. 20,494,474.75
1863 ............. .................. 4,140,175.29 1 9 1 6 ............. .................. 38,110,282.49
1864 ............. .................. 5,894,945.14 1917 ............. .................. 8,254,341.88
1865 ............. .................. 11,162,392.14 1 9 1 8 ............. .................. 17,538,552.26
1866 ............. .................. 15,044,373.18 1 9 1 9 ............. .................. 43,751,340.04
1867 ............. ..................  16,094,718.00 1920 ............. .................. 81,259,365.47
1868 ............. .................. 14,852,252.02 1921 ............. .................. 69,864,072.11
1869 ............. .................. 16,420,710.01 1922 ............. .................. 55,919,043.80
1870 ............. .................. 16,544,043.06 1923 ............. .................. 61,490,151.98
1871 ............. .................. 15,342,739.46 1924 ............. .................. 58,526,017.06
1872................ ..................  16,177,320.60 1925 ......... .................. 46,068,399.26
1873 ............. .................. 7,702,376.85 1926 ............. ............... .. 49,800,825.33
1874 ............. 1927 ............. .................. 47,345,551.43
1875 ............. .................. 6,557,229.65 1928 ______ .................. 43,818,495.84
1876 ............. .................. 6,518,487.51 1929 . . . . . . . .................. 58,797,726.64
1877 ............. .................. 6,450,429.15 1930 ---------- .................. 72,909,377.40
1878 ......... .................. 6,380,405.13 1931 ............. .................. 41,960,036.69
1879 ............. .................. 6,706,384.06 1932 ............. .................. 27,853,989.07
Amounts prior to 1863 are calendar years; since 1863, fiscal years ended June 30.
year, the payment to the Government is long 
delayed, and loss is likely to be sustained by 
such failure. The Stamp Method eliminates 
all bookkeeping by both banks and their de­
positors, facilitates reconciliation of bank ac­
counts, and the Government gets its money 
before the check is paid instead of afterwards.
In compiling the data of tax rates appearing 
in the Comparative Exhibit hereto annexed, 
the rates shown are, with few exceptions, as 
they appear in the original acts, and do not 
take into account alterations made in subse­
quent amendments thereto. There were more 
of these to the Civil W ar Act than to any of 
the other acts. There were not included any 
of the Stamp Taxes imposed on Proprietary 
Medicines, Perfumeries, Matches and Playing 
Cards. The first two were taxed in both the
1862 and 1898 Acts; Matches were taxed dur­
ing the Civil W ar Period, and for some time 
thereafter, and Playing Cards have been taxed 
since the early days of the Government and 
over a much larger portion of the time than 
have other objects of taxation.
The information herein contained is sub­
mitted in the hope that it will serve as an aid 
to the Committee in solving a very difficult 
problem, in that it may thereby be determined 
whether there are additional Stamp Taxes 
which may be imposed without becoming an 
onerous burden upon the people of the United 
States.
All of which is
Respectfully submitted,
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Net Earnings Insurance
B y B e n j a m i n  B a t e m a n , C.P.A., Newark, N. J.
A USE-AND-OCCUPANCY policy is de­
signed to protect the net earnings of a 
business enterprise. Under such a policy the 
assured is protected from a loss of net profits 
by reason of fire, tornado, sprinkler leakage or 
other insurable hazards. The question has 
often been raised, in times of economic depres­
sion, as to whether there is a genuine need for 
use-and-occupancy insurance. Some business 
executives declare that inasmuch as their com­
panies are operating at a minimum profitable 
capacity, there is little need for such coverage. 
They also maintain that if any loss in earnings 
occurs through the interruption of operations, 
the surplus built up during previous years 
would be sufficient to carry them over until 
operations are resumed. In their zealous at­
tempt to curtail expenses, they lose sight of 
the fact that there is greater need for use-and- 
occupancy insurance during a period of depres­
sion than in prosperous times. O f course the 
use-and-occupancy value may be smaller, but 
nevertheless, this value should be protected to 
the fullest extent.
Statistics show that a large percentage of 
bankruptcies is attributable to destruction of 
business resources by fire. There are also 
numerous instances where businesses have 
failed to promptly reestablish themselves after 
suffering a loss by fire, because there was lack­
ing the necessary funds to meet fixed charges 
o r  continuing expenses during the period of 
enforced idleness. Use-and-occupancy insur­
ance would have made available funds to per­
mit an immediate resumption of operations.
It is admitted that even in normal times, an 
organization would find it difficult to recover 
from prolonged interruption of operations. 
Does it not follow then, that it would be in­
creasingly more difficult to resume operations 
during a period of depression? It must be 
remembered, that until production can be 
resumed, there will be constant drain upon 
the accumulated surplus in order to meet con­
tinuing expenses. The prudent business man 
is aware of these facts, and realizes that it is 
necessary to protect the resources of his com­
pany at all times, through a use-and-occupancy 
policy. He is cognizant of the fact that those 
organizations which have not been forced to
draw upon their surplus funds to meet con­
tinuing expenses will be the first to reestablish 
themselves and earn profits. He is determined 
to eliminate the possibility of an impairment 
of resources, especially in a period of depres­
sion, when it is more difficult to withstand an 
unexpected drain upon company funds.
A complete understanding of the types of 
forms in general use is necessary in order that 
the benefits of use-and-occupancy insurance 
may be fully realized. Use-and-occupancy 
forms may be broadly classified into:
1— Manufacturing Forms.
2— Mercantile or Non-Manufacturing 
Forms.
3— Mining Forms.
These may be subdivided further into 
straight "U and O ” Forms (for manufactur­
ing, mercantile or mining plants in steady op­
eration) and forms providing for seasonal or 
fluctuating earnings. There are various en­
dorsements that may be attached to these 
forms. However, all forms provide that the 
insurance company shall be liable for the actual 
loss sustained of:
1—N et profits.
2— Such fixed charges and expenses as 
must necessarily continue during a 
total or partial suspension of business, 
to the extent only that such fixed 
charges and expenses would have been 
earned had no fire occurred.
3— Such expenses as must necessarily be 
incurred to help reduce the loss under 
the policy.
The liability of the insurance company is 
limited to the actual loss sustained of net 
profits and fixed charges which would have 
been earned had no fire occurred. The policy 
provides that consideration be given to the 
experience of the business before the fire and 
the probable experience thereafter. N et earn­
ings and fixed charges, based upon past and 
probable future experience, must be deter­
mined in order to ascertain the use-and-oc­
cupancy value of a particular business. Be­
cause of these factors, detailed income and 
profit-and-loss statements play an important 
part in calculating the insurable use-and-occu­
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pancy value. However, it must be understood 
that a use-and-occupancy policy can do no 
more for a business than the business itself 
would have done had no loss occurred. Trad­
ing accounts for several consecutive fiscal 
years should be examined. The analysis of 
comparative profit-and-loss statements will also 
be an aid in forming the basis upon which the 
policy should be written. These statements 
will show whether the business enjoys normal 
constant earnings for the year, or whether it 
is subject to fluctuating or seasonal earnings.
The importance of determining a sufficient 
use-and-occupancy value at the time the policy 
is issued cannot be stressed too much. If 
adequate insurance is not carried, the operation 
of the partial suspension clause would be 
harmful to the assured. This clause provides 
that the liability of the insurance company is 
limited to the "actual loss sustained,” not ex­
ceeding that proportion of the liability that 
would have been incurred by a total suspension 
of business which the actual loss sustained, 
during the time of partial suspension, bears to 
the loss which might have been sustained by 
a total suspension of business. It can readily 
be seen that in cases of partial suspension of 
operations, where the insurance is less than 
the use-and-occupancy value, the partial sus­
pension clause makes the assured a coinsurer 
for the deficit.
The following illustrations emphasize the 
necessity of carrying sufficient insurance. As­
sume that the XYZ Company is insured under 
a use-and-occupancy policy for $150,000.00 
(300 days at $500.00 per diem). The state­
ment of income, profit and loss after due 
consideration to past and probable future 
earnings shows:
XYZ C o m p a n y  
Statement of Income, Profit and Loss
for the Year E nded------
Sales .................. $1,500,000.00
Cos t of Goods
S o ld ...............  1,000,000.00
Gross Profit. . . .  $ 500,000.00
Operating Ex­
penses . . . .  $300,000.00 
Fixed Charges 260,000.00
T o ta l .........  560,000.00
Net Loss.............  $ 60,000.00
Fixed charges have been earned to the extent 
of $200,000.00:
Total Per Diem
Fixed Charges........... $260,000.00 $866.67
N et L o ss ....................  60,000.00 200.00
U and O Value.........$200,000.00 $666.67
Assume further that there is a total sus­
pension for the period of one year. The as­
sured would collect $150,000.00 or $500.00 
times 300 days, since the recoverable loss is 
limited to the amount of insurance carried. 
The assured, in other words, was underinsured 
by $50,000.00.
On the other hand, assume that a fifty per 
cent partial suspension occurred for one year. 
Under the operation of the partial suspension 
clause the insurance company’s liability would 






by total Suspension 
$666.67
The XYZ Company has become a coin- 
surer in the amount of fifty per cent of the 
deficit of insurance that should have been 
carried, or fifty per cent of $50,000.00. In 
as much as the greater portion of losses are 
partial and because of the fact that the opera­
tion of the partial suspension clause auto­
matically includes the principle of coinsurance, 
it is important that periodical calculations of 
the use-and-occupancy value be made in order 
that the assured be fully protected. In this il­
lustration, if the XYZ Company had been 
covered for $200,000.00 it would have been 
reimbursed for $200,000.00 in case of a total 
suspension for one year; whereas in the second 
assumption (fifty per cent partial suspension 
for one year) the assured would have collected 
$100,000.00 and not $75,000.00.
It has been pointed out that use-and-occu­
pancy coverage is necessary especially in times 
of depression. However, it is frequently asked 
by certain managers, "Have we an insurable 
use-and-occupancy value? Our plant, for the 
past year, has operated at a net loss.” The 
answer is that if the income of a business is 
not sufficient to meet its fixed charges, there is 
(Continued on page 440)
$500.00 (Insurance 
  carried) x 300 days 
V  =  $75,000.00
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Milwaukee, Wisconsin
T HE 1933 convention city for The Ameri­
can Society of Certified Public Accountants 
is revealed as a bustling workshop— one of 
America’s greatest production and marketing 
centers. But with this great activity there is a 
scene of beauty. Nature provided a gorgeous 
setting for a great city, and its citizenry while 
building up large and diversified industries 
have not been insensible to the appeal of 
beauty. There is evidence of the appreciation 
o f the beautiful in many handsome buildings, 
splendid statuary, parks and boulevards. All 
mute examples of culture.
Nothing is more typical of Milwaukee than 
the river of the same name that flows through 
the heart of the Wisconsin metropolis. Its 
waters teem with commercial craft, its banks 
are lined with industrial plants and jobbing 
houses, but much of its natural beauty has 
been preserved. The picturesque bridges that 
span its stream, where the city’s streets traverse,
alone atone for much of the ravages of com­
merce.
Milwaukee is the gateway to "Northern 
Wisconsin, Land o’ Lakes,” the far-famed 
playground of the Middle West, visited by 
thousands of tourists from every State in the 
Union. Concrete paved highways, representing 
both national and State trunk lines, enter 
Milwaukee on every side but the east, on which 
side the city is bounded by Lake Michigan. 
These arteries feed Milwaukee with the people 
living within the seventy-five mile radius of 
the city proper, who altogether form a trading 
population of over one million people.
 Milwaukee leads the country in diversifica­
tion of industry. It has the largest manufactur­
ers of steam shovels, dredges, cranes, concrete 
mixers, and other heavy equipment; electrical 
controls, silk hosiery, work shoes and large 
diameter gas and oil line pipes.
W hile metal trades predominate among the
An air view of downtown M ilwaukee showing the Industrial and Shopping district
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industries of Milwaukee, foods rank second, 
leather and its products follow third, chemical 
and allied products are fourth. Milwaukee is 
also a large packing center and leads in the 
production of packed meats.
Milwaukee many years ago was a city fa­
mous for its beer. W ith the return of the 
beverage, the breweries have added a new 
leading industry to the many "made in M il­
waukee” products. These breweries as well as 
all of Milwaukee’s industrial centers welcome 
visitors and are happy to conduct special tours 
through their factories.
Milwaukee boasts of being the healthiest 
and safest city in the United States. Here there
is less waste of life and health than in any 
other large city; less waste due to fire loss. 
Records in the yearly contests in health and 
fire loss conducted by Chamber of Commerce 
of the United States show the statistics.
Plan now to visit Milwaukee in September! 
Next month we will tell you of the many 
recreational advantages and opportunities 
awaiting you here when The American Society 
of Certified Public Accountants convene in 
Milwaukee. W e want you to come to M il­
waukee, enjoy the city, and return to your own 
community with the spirit of enthusiasm re­
ceived from enjoying a perfect convention in 
an ideal city.
Solution to Problem 1 of the November, 1932, Examination Service of The American 
Society, published on page 744 of the December, 1932, issue.
Since the balance sheet required by this problem is divided to reflect the two separate 
funds, it is necessary to analyze the figure of $2,979,760.40 indicated on the trial balance 
as the "School Fund.” This is done in the statement "Analysis of School Fund— June 
30, 1931.” The Current Fund Deficit of $592,940.52 can be proven by determining 
the difference between the credit and debit items on the June 30, 1931, trial balance 
which do not pertain to the Building Fund; but since this statement is not required, 
these details are not listed. The details of the fixed asset items and their offsetting 
depreciation reserve are shown in the "Analysis of Fixed Assets.”
With this preliminary work accomplished, we may read the problem and place in 
the form of journal entries the adjustments we wish to make in preparing the "double­
form” balance sheet and adjusting the accounts for closing. The statements may be 
prepared by applying the journal entries to the amounts given in the June 30, 1932, 
trial balance.
Especial attention is directed to the adjustments peculiar to the type of accounting 
implied in this particular problem.
Entry (4 ) does not affect the balance of the Current Fund. This fund is increased by 
the credit of $32,000 in that entry and is correspondingly decreased by the charge to 
educational expense for the retirement of the refunding bonds. Entry (7 ) ,  however 
does increase the Building Fund because the retirement of the building bonds is charged 
against the Current Fund as an expense of operation.
In this particular problem, it is apparent that purchases of equipment and improve­
ments to buildings are debited to the various fixed asset accounts and either Building 
Bonds or Cash (usually realized from the issuance and sale of such bonds) is credited. 
The value of these expenditures should be reflected in the Building Fund and, as required
Questions and Answers Department
E d it o r , W . T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
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by the problem, the offsetting charges made to the expense of education and operation. 
These transactions are recorded in entries (5) and (6 ).
Since the Building Fund is increased by the acquisition of fixed assets and the purchase 
price thereof is charged to expense, that fund should be decreased by the amount of 
depreciation (which should not be charged to expense) on those assets. See entry (13).
A n a l y s is  o f  Sc h o o l  F u n d — Ju n e  30, 1931
Total per trial balance............................................................ $2,979,760.40
Building Fund 
Assets:
Real Estate .................................................................... $ 265,711.62
B uild ings.........................................................................  3,956,849.20
Equipment:
D epartm ental................................... $563,193.61
B uild ing............................................  116,761.42 679,955.03
$4,902,515.85
Less—Reserve for Depreciation...................................  382,064.93
Total Assets . . ............................................................ $4,520,450.92
Less—Liabilities:
5% Building B o n d s .....................................................  947,750.00
Net Building F u n d ...................................................  3,572,700.92
Difference—Current Fund D efic it...................................... $ 592,940.52*
*Red.





Balance, June 30, 1931......................................................................................$3,956,849.20
Balance, June 30, 1932......................................................................................  3,984,921.86
Improvements during year...........................................................................$ 28,072.66
Departmental Equipment
Balance, June 30, 1931...................................................................................... $ 563,193.61
Balance, June 30, 1932......................................................................................  636,598.73
Purchased during year....................................................................................$ 73,405.12
Building Equipment
Balance, June 30, 1931...................................................................................... $ 116,761.42
*Less—Equipment discarded (See note next p ag e )...................................... 5,285.00
$ 111,476.42
Balance, June 30, 1932......................................................................................  116,436.97
Purchased during year....................................................................................$ 4,960.55
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RESERVE FOR DEPRECIATION
Buildings
Balance, June 30, 1931.................................................................................... $ 199,434.09
Depreciation for year........................................................................................  113,453.87
Balance, June 30, 1932..................................................................................$ 312,887.96
Departmental Equipment
Balance, June 30, 1931.............................................................................
Depreciation for year................................................................................
Balance, June 30, 1932..................................................................................$ 239,699.63
Building Equipment
Balance, June 30, 1931.............................................................................
*Less—Equipment discarded.................... ................................................
Depreciation for year.










*Entry debiting Reserve for Depreciation and crediting Building Equipment for $5,285 
to record the discarding of building equipment has been made prior to audit.
STONEBORO SCHOOL DISTRICT 
A d j u s t in g  Jo u r n a l  E n t r ie s  
J u n e  30, 1931
(1)  School F u n d .....................................................................$2,979,760.40
Current Fund (deficit)................................................... 592,940.52
Building Fund (surplus)........................................ $3,572,700.92
To record Analysis of School Fund.
(2 ) Reserve for Uncollectible Taxes— 1928-1929 .............  186,453.02
Loss from Uncollected Taxes— Education....................  1,693.61
Loss from Uncollected Taxes— Operation....................  564.54
1928-1929 Taxes Receivable.................................  188,711.17
To write off uncollectible taxes.
(3) See next page.
(4 ) 6%  Refunding Bonds Retired— Education.................. 32,000.00
Current F u n d ............................................................ 32,000.00
To charge educational expense with retirement of 
refunding bonds as follows:
Outstanding, June 30, 1931.............. $ 750,000.00
Sold during year.................................  500,000.00
$1,250,000.00
Outstanding, June 30, 1932.............  1,218,000.00
Retired $ 32,000.00
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(3) Income from Taxes.......................................................... 1,801,23646
Income from Taxes—Education.............................
Income from Taxes— Operation..........................
To apportion Income from taxes.
(5) Departmental Equipment Purchased—Education. . . . 73,405.12
Building F u n d .........................................................
To charge educational expense with equipment 
purchased during year.
(6) Building Equipment Purchased— Operation...............  4,960.55
Building Improvements— Operation ..........................  28,072.66
Building Fund .......................................................
To charge operation expense with purchases and 
improvements during year.
(7) 5% Building Bonds Retired— Operation.................... 58,750.00
Building Fund .......................................................
To charge operation expense with retirement of 
building bonds as follows:
Outstanding, June 30, 1931................$947,750.00
Outstanding, June 30, 1932................ 889,000.00
R etired .................................................$ 58,750.00
(8) Miscellaneous Incom e......................................................  95,842.43
Income—Education: ..............................................
Tuition .............................................. $ 46,391.82
Laboratory F e e s .................................  16,004.73
Book Store Receipts........................... 23,937.83
Library F in e s ...................................... 2,663.05
$ 88,997.43
Income— Operation: ..............................................
Rental of Gym and Field................$ 6,845.00
To record analysis of Miscellaneous Income Account.
(9) Due from State Department of Education.................. 69,358.32
Income—Education (State A id ) ..........................
To set up amount due from State Board for partial 
reimbursement of certain expenses.
(10) Supplies Used— E ducation ............................................  2,551.87
Supplies Used— A dm inistration...................................  923.20
Supplies Used— O p era tio n ...................................
Inventory of Supplies..............................................
To adjust Supplies Inventory Account.
(11) Administration Expense (Bond D iscount).................. 1,472.85
Unamortized Bond Discount.................................












1933 THE CERTIFIED PUBLIC ACCOUNTANT 425
(12) Unamortized Bond Premiums........................................ 2,801.63
Building Operation and Maintenance Expense
(Bond Premiums) ............................................  2,801.63
To amortize bond premium.
(13) Building Fund ................................................................  199,836.56
Reserve for Depreciation........................................ $ 199,836.56
To set up reserve for depreciation as follows:
B uild ings.................................................$113,453.87
Equipment:
D epartm ental........................................ 74,987.03
Building ..............................................  11,395.66
$199,836.56
STONEBORO SCHOOL DISTRICT 
BALANCE SHEET 
Ju n e  30, 1932 
ASSETS
CURRENT FUND ASSETS:
Cash on hand and in bank...................................................$ 1,072.48




Year Assessments Taxes Net
1929-1930 .$ 313,578.68 $192,006.18 $ 121,572.50
1930-1931 . 923,675.37 197,265.51 726,409.86
1931-1932 . 2,001,373.84 200,137.38 1,801,236.46
$3,238,627.89 $589,409.07 $2,649,218.82 $2,649,218.82 
Due from State Department of Education........................  69,358.32 2,718,577.14
Inventory of Supplies.........................................................  9,664.81
Unamortized Bond D isco u n t............................................  15,802.96




Real E s ta te .................... $ 265,711.62 $ 265,711.62
Buildings ......................  3,984,921.86 $312,887.96 3,672,033.90
Equipment:
D epartm en tal...........  636,598.73 239,699.63 396,899.10
B u ild in g ....................  116,436.97 24,028.90 92,408.07
T o ta ls ....................$5,003,669.18 $576,616.49 $4,427,052.69 $4,427,052.69
Total Building Fund A sse ts ..............................................................$4,427,052.69
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LIABILITIES AND N ET W ORTH
CURRENT FUND LIABILITIES AND D EFICIT 
Tax Anticipation warrants (Payable 
from taxes against which issued):
1929-1930 w arrants...............................$ 172,500.00
1930-1931 w arrants............................... 583,000.00
1931-1932 warrants...............................  1,000,000.00 $1,755,500.00
Teachers’ O rd ers..................................................................... 217,725.04
Certificates for Indebtedness.................................................. 94,817.60
Accounts Payable..................................................................... 162,676.52
Accrued Interest Payable......................................................  74,310.19
Total Current Liabilities.................................................. $2,305,029.35
6%  Refunding B o n d s...........................................................  1,218,000.00
Unamortized Bond Premiums.............................................  14,115.24
$3,537,144.59
CURRENT FUND DEFICIT:
Deficit, June 30, 1931........................................................... $ 592,940.52*
Excess of Expenses over Income for the year................. 161,210.99*
$ 754,151.51*
Less— Retirement of 6%  Refunding Bonds.....................  32,000.00
Deficit, June 30, 1932 ....................................................... 722,151.51*
Total Current Fund Liabilities and Deficit............................................. $2,814,993.08
BUILDING FUND LIABILITIES AND N ET W O RTH :
5%  Building B o n d s.............................................................. $ 889,000.00
Net Worth:
Surplus, June 30, 1931 .......................................................$3,572,700.92
Departmental Equipment Purchased............................  73,405.12
Building Equipment Purchased.................................... 4,960.55
Building Improvements....................................................  28,072.66
Retirement of 5%  Building Bonds............................... 58,750.00
$3,737,889.25
Less— Depreciation written off......................................  199,836.56*
Surplus, June 30, 1932 ........................................  3,538,052.69
Total Building Fund Liabilities and Net W orth............................ $4,427,052.69
*Red.
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TALKING SHOP
A  Department Conducted by L. GLUICK, C. P. A
T h e  Sh o p  T a l k e r s  
"W here’s this Philo guy?” asked Star as he 
joined the group already at lunch. "I hear I 
missed something last time.”
"He isn’t here, and you did,” replied the 
Kid. "But right now you might like to tune 
in on a technical discussion.”
"Maybe you’d like to give your opinion, 
too,” said Oldtimer.
"Tell me what it’s all about while I catch 
up with the eating,” responded Star, "and 
maybe I ’ll say something then.”
"O.K.,” said the Kid. "Here goes.”
"W hat we are trying to decide,” began 
Blank, "is the auditor’s attitude on independ­
ent confirmations of receivables and payables. 
We know that they are useful always and 
sometimes necessary. The question is, 'are 
they always practical?’ ”
"I say,” said the Kid, "that most of the 
time they are a waste of time and money. Ex­
perience proves that if eighty per cent of those 
circularized reply, it is good. And the fraud, 
if any, is probably in the silent twenty.”
"The stock exchange got around that long 
ago,” said Oldtimer. "If within ten days of 
mailing, replies are not had, then second re­
quests must be made by registered mail. The 
result is, that we get as high as ninety-five per 
cent replies.”
"I know that,” said Blank, "but the stock 
broker is a special subject of audit, and his 
customers have a special kind of intelligence, 
pretty well trained by now to acknowledge 
requests for confirmation.”
"Agreed,” said the Kid. "I am thinking of 
more purely mercantile customers. You’ve all 
admitted that the customers who reply most 
promptly are the ones whose accounts are in 
best shape. And there are thousands of small 
business men who keep no books, who regard 
any statement as a dun, and won’t even take 
the trouble to read your requests, no matter 
how carefully they are worded. Besides that, 
even in banking and brokerage cases, the re­
ceipt of confirmations is so long delayed that 
always one, and sometimes as many as three
supplemental reports are needed. And few 
clients are willing to pay for that.”
"I know that,” replied Oldtimer, "but we 
also know that there are several kinds of fraud 
which are impossible of detection except by 
that method. W hat else can we do?”
"It looks to me,” spoke up Star, "like 
another case of relativity. Let me give you a 
case in my own experience. I had a client 
where I made a monthly audit for a moderate 
but adequate fee. A relatively small business, 
with many small customers, dealing on sixty- 
day terms, and none too prompt even in good 
times. A  year ago, in order to obtain a renewal 
of their credit line from their main source of 
raw material, confirmations were ordered. The 
printing and postage alone, at cost, was more 
than my usual monthly charge; and the extra 
junior time involved (for you must keep con­
trol of the statements, envelopes, and ledgers), 
at actual cost to me, was a month’s fee. W e 
got sixty-eight per cent replies over a month’s 
time. And I backed my client in protesting 
against following up the others by registered 
mail.”
"So what?” asked Blank.
"My client got the credit line renewed and 
the confirmations didn’t prove a thing.”
"Here’s Philo now,” said the Kid. "Let’s 
hear what he has to say about the relativity 
theory.”
Philo listened attentively to the restatement 
of the moot question. Then he spoke. "It 
seems like a proof of my theory of balance. 
W e must balance the benefits to be derived 
from the confirmations with the cost of ob­
taining them. That this is difficult in the 
extreme does not change the theorem. Let me 
illustrate from my practice about a year ago. 
A  client had me make an investigation of one 
of his biggest customers, of whose standing 
he was doubtful. As these people were being 
regularly audited by an accountant of their 
choice, my man had to stand the expense. 
The investigation indicated possible irregu­
larities; so I recommended a general circulari­
zation of customers and creditors. My client
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demurred at the cost and let the matter rest. 
Six weeks later I was hastily summoned to 
make a detailed audit of the same customer. 
My client had gotten a clue to the situation 
by a little amateur detective work, and was 
genuinely alarmed.
"W e got only about fifty-five per cent re­
plies, but that was enough to prove the falsi­
fication of some accounts. And then there 
was the devil to pay.”
"And again I ask,” said the Kid, "what 
does that prove?”
"That it takes a lot of people to make up 
this world,” said Oldtimer. "Shortsighted or 
tightfisted clients are no new phenomena.” 
"Maybe it just proves that Philo is a poor 
salesman,” said Star. "I would have insisted 
that the job be done in the first place.”
"And lost the client,” said Philo. "This way 
he thinks all the more of me for having been 
proved right. You see, when you look at 
things my way, you don’t get excited. You 
realize that everything will balance out eventu­
ally. My professional work has taught me, as 
nothing else could, that balances cannot be 
forced; if it is attempted, great grief is certain 
to ensue.
"I admit I am a poor salesman. But high- 
pressure methods have no place in our profes­
sion, or any profession for that matter. And 
I doubt if they are honest in most lines of 
businesses.”
"After all,” said Star, "your theory of bal­
ance is really nothing but the old law of aver­
ages which, with that of supply and demand 
and gravity, cannot be repealed.”
"True enough,” replied Philo. "But what 
is the law of gravity but a matter of balance? 
If you are rusty on your elemental physics, dig 
out the old textbook and see if I am right.” 
"You’re right, all right,” said the Kid. "But 
what does it all prove?”
"To me,” said Blank, "it proves that Rover 
is right about his pet theory, which is that the 
more you know about everything the better 
accountant you are.”
"Or physician, or lawyer, or minister of the 
gospel,” said Philo. "But what prompts that 
remark?”
"Well, here you are tying up Newton’s and 
Keppler’s laws to balancing ledgers,” replied 
Blank.
"W hy not?” asked Philo.
"No reason at all.” Oldtime was speaking
now. "And just by way of illustrating Rover’s 
idea, I ’m going to relate one of my experiences 
before hustling back to the office.”
"This ought to be good,” said the Kid.
"A long time ago,” resumed Oldtimer, "by 
the merest chance I happened to read a book 
on international law. Never mind how it hap­
pened; that’s another story. But if anyone 
had told me that some day it would be of 
financial benefit to me, I would have dismissed 
the idea as ridiculous. Lawyers, naval officers, 
international bankers, might need it. W hat 
could a C.P.A. do with it?
"Nevertheless, one day the accounts of a 
client of my firm, engaged in import and ex­
port trade, presented a problem in interna­
tional law. Had I not recognized it as such, 
my audit would have been almost as worthless 
as some of those confirmations Star was talking 
about a while back.
"I couldn’t even attempt to solve the prob­
lem. But had I not, just by chance, read that 
treatise on international law I would not have 
known it existed. Discovering it, I was able 
to bring it to my client’s attention and have 
necessary steps taken. It resulted in the greatly 
enhanced good will of the client, and a fine 
fee for the firm.”
"Once again proving my theory of deferred 
balance,” said Philo, as all rose to depart. 
"You probably disliked the book when you 
read it, and subconsciously at least, made a 
debit to idle-time account, the most exasperat­
ing of all expenses. But in the end you got a 
balancing credit.”
The May, June, and July numbers of For­
tune magazine contain the most detailed expo­
sition of the Kreuger (Match King) case that 
has appeared to date. If anything ever proved 
the necessity for confirmations, that does. But 
our chief joy came on page 80 of the June 
issue : "History, in the days when it was made 
by generals and prime ministers, was written 
by historians. History in an industrial world 
is written by accountants.” Are George May 
and Joe Klein in the audience?
Godfrey N. Nelson, a New York C.P.A., 
had an article of more than a column in the 
New York Times on May 28. Its title was, 
"Tax Revision Sped by Morgan Inquiry.” 
George Strong, a C.P.A. of Montclair, N. J., 
belatedly informs us that he had a series of
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three articles in his local newspaper during 
the tax season which ended March 15.
W ith all appropriations for naval reserve 
training cancelled, and those for the Army 
greatly reduced, not much can be expected in 
the way of military activities this summer. 
However, if any of our readers have any, we 
would like to have them report.
As long as we mentioned the Amtorg case 
in April, 1932, we might as well note that the 
Circuit Court of Appeals for the Second Cir­
cuit reversed the B.T.A. on May 29. M. J. 
Ottenstein, C.P.A., got a rule 50 decision on 
May 4, which we take to be a victory for his 
client (28 BTA No. 5). The Lundborg case, 
District Court of Massachusetts, May 24, will 
be of real importance if the Circuit and Su­
preme Courts uphold it; for it gives legal ap­
proval to the Gross Profits Method of com­
puting inventory.
The new legislation put through Congress 
rather than by Congress, is causing confusion 
to everybody, and to no class more than to
C.P.A’s who are accustomed to orderly think­
ing and action. The contradictions, the ques­
tions, and the probable results cause no end of 
discussion wherever two or more are gathered 
together; but there are rarely two who think 
alike; and to report the conversations would be 
a waste of good paper. Were we to express 
ourselves with perfect frankness, we might be 
hung for lese majeste; but briefly, we pray 
for the best and expect the worst.
The June number of this magazine reached 
us just one day ahead of the June number of 
the Accountants Review; both contained ar­
ticles by Professor Briggs, on dividends. The 
literary fecundity of the man amazes us. We 
wonder why Ronald or McGraw-Hill does not 
collect all his articles on Dividends into one 
book; with the new 5% tax withholding, it 
should prove an immediate best seller.
But the thing in the Review  that warmed 
our heart, and for which we hand Editor 
Kohler a bouquet of orchids, was the editorial 
on pages 163 and 164. W e care not what 
others may think, we agree.
And while we are passing out laurel 
wreaths, we might just as well hand one to
our friend Walter Mucklow for his article on 
King’s Hospital in the June Journal. Human 
interest plus! ________
The quarters formerly occupied by the Ac­
countants Club of America have been con­
verted by the Hotel Montclair into a roof- 
garden dining room, with all kinds of auxili­
aries; delightfully cool and comfortable, with 
music, where a fine lunch may be had for 75c; 
a group of accountants have agreed to meet 
there every Tuesday at 12:30 during the sum­
mer; accountants in New York City are not 
only invited, but urged to come and bring 
friends. ________
It is with more than the usual amount of 
pleasure that we present the following mes­
sage from a customer in the "Paradise of the 
Pacific:”
"Your May, 1933, issue, page 286, under 
the caption 'Talking Shop,’ covers in its first 
item a few remarks on old-time Certified Pub­
lic Accountants.
"Well, away off here in the Pacific, in Uncle 
Sam’s Western outpost, the Territory of 
Hawaii, we have an old-timer in the person 
of Henry Davis.
"Henry Davis was born in Manchester, Eng­
land, on December 12, 1853. He holds cer­
tificate number 1, issued by the Territorial 
Board of Accountancy of the Territory of 
Hawaii, on December 11, 1923. Mr. Davis 
also holds certificate number 2114 of The 
American Society of Certified Public Account­
ants, and certificate number 3 of the Hawaiian 
Society of Certified Public Accountants. He 
has been a resident of Honolulu for the past 
fifty years, and keeps the same office hours as 
other members of his staff.” _____________
T h e  B ig T h r e e  
W. S. Whittlesey, Yale 1903; R. H. Gul­
liver, Yale 1913; A. H. Beard, Yale 1913; 
V. M. Cole, Yale 1910.
A correspondent wants to know some of the 
things on which we do not agree with the edi­
tor of the Journal. W e like a good stiff 
technical argument as well as anyone, but the 
Shop is not a place for it.
The N.A.C.A. convention in New York in 
June was a rip-roaring success if we are any 
judge. Let’s hope that our Milwaukee gather­
ing will be equally popular.
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United States of America
Before
Federal Trade Commission
In the Matter of Rules and Regulations 
under the Securities Act of 1933
Art. 1. Promulgation of Rules. The 
following rules and regulations are hereby pre­
scribed and promulgated by the Federal Trade 
Commission under and pursuant to the Securi­
ties Act of 1933, and are effective from and 
after the date of publication. All references 
to sections refer to sections of said Act.
Art. 2. Business H ours of the Commis­
sion . The office of the Commission for the 
transaction of business under the said Act will 
be open at Washington, D. C., on business 
days between the hours of 9 a.m. and 4:30 
p.m., except Saturday when the office will be 
open from 9 a.m. to 1 p.m.
Art. 3. Signature of Commission Orders. 
All orders of the Commission will be signed 
by the Secretary.
Art. 4. Address of the Commission. All 
communications to the Commission should be 
addressed to the Federal Trade Commission, 
Washington, D. C., unless otherwise specifi­
cally directed.
Art. 5. D efinitions.
(a) Unless otherwise specifically stated the 
terms used in these rules and regulations shall 
have the meaning defined in the Securities Act 
of 1933.
(b) Registrant. As used in these rules and 
regulations, the term "registrant” shall mean 
the issuer and each and every person required 
by Section 6 to sign the registration statement.
Art. 6. Forms. The registration statement 
shall be in the form prescribed therefor by the 
Federal Trade Commission and in effect upon 
the date of filing and shall contain the full 
and complete information required or called 
for by the several questions, directions, in­
structions, and other requirements set forth in 
said form of registration statement. The reg­
istration statement shall be on unglazed paper 
of good quality and of the size prescribed by
the Commission (9 x 1 4). All amendments, 
schedules, statements, exhibits and other docu­
ments filed in connection with or as a part of 
the registration statement shall, where practi­
cable, be on unglazed paper of good quality 
and of the size prescribed for the registration 
statement. The text of all such documents 
shall be printed or typewritten, where practi­
cable, and be in distinct and easily readable 
type. All printing, typing or other markings 
used in said documents shall be in ink of a 
color suitable for photostating. (Purple or 
red ink should therefore not be used.) Such 
papers shall not be bound together except on 
the left hand side, and shall have a left mar­
gin of at least one and one-half inches.
Art. 7. Filing . The registration statement 
and all other papers required to be filed with 
the Federal Trade Commission shall be de­
livered in triplicate through the mails or 
otherwise to the Securities Division, Federal 
Trade Commission, Washington, D. C. The 
date on which such papers are actually received 
by the Securities Division, Federal Trade Com­
mission, Washington, D. C., shall be the date 
of filing thereof; Provided however, That all 
the requirements of said statute and the rules 
and regulations promulgated thereunder with 
respect to such filing have been complied with 
and the required fee paid.
Art. 8. Fees, (a) At the time of filing said 
registration statement the registrant shall 
definitely state therein the maximum aggregate 
price at which such securities are proposed to 
be offered and shall pay the registration fee of 
one one-hundredth of one per centum based 
upon such price, said fee, however, in no case 
to be less than $25.00.
(b) Any and all payments of such fees or 
sums shall be made by cash, United States 
postal money order or certified bank check
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made payable to the Disbursing Clerk of the 
Federal Trade Commission, Washington, D. C.
(c) The registrant shall file with the Com­
mission within ten days after the security is 
actually offered to the public a statement set­
ting forth the actual price at which the security 
was so offered and if there be a difference be­
tween such price and the proposed price set 
forth in the registration statement a brief ex­
planation of such difference shall be made.
Art. 9. Sale of Copies of Registered In ­
formation. Copies of any or all information 
filed in connection with or as a part of any 
registration statement w ill be furnished to the 
public upon request and upon the payment of 
the charge therefor. Photostatic copies w ill be 
furnished at the rate of 20 cents per page or 
typewritten copies at 15 cents per page. Pay­
ment shall be made to the Commission at the 
time of ordering copies and shall be by cash, 
United States postal money order or certified 
bank check payable to the Federal Trade Com­
mission. Estimates as to prices for photostatic, 
mimeographed, typewritten or printed copies 
of any or all such information, and the time 
required for their production, w ill be fur­
nished to any person desiring to purchase such 
copies.
Art. 10. In s p e c t io n  o f  R egistered  In ­
f o r m a t io n .
The registration statement and all informa­
tion filed in connection therewith will be open 
to the public for inspection and examination 
in the office of the Commission, Washington,
D. C., during all business hours except any 
portion of a contract the disclosure of which 
the Commission determines would impair the 
value thereof and would not be necessary for 
the protection of the investors.
Art. 11. Fil in g  o f  A d d it io n a l  a n d  Su p ­
p l e m e n t a l  In f o r m a t io n . The registrant 
shall file in connection with the registration 
statement such information as the Commission 
may from time to time require and direct as 
being necessary or appropriate in the public 
interest or for the protection of investors.
Art. 12. E f f e c t i v e  D a t e s  o f  A m e n d ­
m e n t s .  (a) A  registrant desiring the Com­
mission’s consent that an amendment filed 
prior to the effective date of the registration 
statement shall be deemed to have been filed 
when such statement was filed, may apply for 
such consent at or before the time of filing 
such amendment, which application shall be
signed by the registrant and shall state fully 
the grounds upon which such consent is re­
quested. Such consent, however, shall not be 
deemed to have been given nor shall such 
amendment be treated as a part of the regis­
tration statement unless and until the Commis­
sion shall have in writing so notified the reg­
istrant.
(b) An amendment filed after the effective 
date of the registration statement, which 
amendment upon its face appears to the Com­
mission not incomplete or inaccurate in any 
material respect, shall become effective on such 
date as the Commission may determine, having 
due regard to the public interest and the pro­
tection of investors.
Art. 13. Sig n a t u r e s  t o  A m e n d m e n t s . 
A n y and all am endm ents to  th e  registration  
statem ent shall be  s ign ed  by each issuer, its 
principal executive officer or officers, its prin ­
cipal financial officer, its com ptroller or prin­
cipal accounting officer, and the m ajority o f  its 
board o f  directors or persons p erform ing sim i­
lar fun ctions (or, i f  there is n o  board o f  d i­
rectors or persons p erform ing sim ilar fu n c­
tions, by th e  m ajority o f  th e  persons or board  
h av in g  the pow er o f  m anagem ent o f  the  
issuer) ; and in  case th e  issuer is a fo re ig n  or 
Territorial person, by its du ly authorized rep­
resentative in  the U n ited  States; except that 
w h en  such am endm ent relates to  a security  
issued by a fo re ig n  governm ent, or political 
su bd iv ision  thereof, it need  be s ign ed  on ly  by  
the underw riter o f  such security.
Art. 14. A c c o u n t a n t s . The Commission, 
unless it otherwise specifically directs, will not 
recognize any person as a certified accountant 
who is not duly registered and in good stand­
ing under the accounting laws of the State, 
territory or country of his residence or prin­
cipal office as a certified public accountant. 
The Commission will not recognize any person 
as a public accountant who is not duly recog­
nized, in good standing and entitled to prac­
tice as such under the laws of the State, terri­
tory or country of his residence or principal 
office.
The Commission will not recognize any such 
certified accountant or public accountant as in­
dependent if such accountant is not in fact 
independent. Unless the Commission other­
wise directs, such accountant will not be con­
sidered independent with respect to any per­
son in whom he has any interest, directly or
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indirectly, or with whom he is connected as 
an officer, agent, employe, promoter, under­
writer, trustee, partner, director, or person 
performing similar function.
Art. 15. C e r t if ic a t io n s  by  A c c o u n t a n t s  
o r  O t h e r  Ex p e r t s . Any certificate by an 
independent certified, or public accountant 
with respect to any part of the registration 
statement, any papers or documents used in 
connection therewith, shall be dated and shall 
state that such accountant or other expert has, 
after reasonable investigation, reasonable 
grounds to believe, and does believe, at the 
time of the date of such certificate, that the 
statements therein are true and that there is no 
omission to state a material fact required to be 
stated therein or necessary to make the state­
ments therein not misleading, except as specifi­
cally noted.
If in any case such accountant or other ex­
pert is unable to satisfy himself concerning the 
correctness of any item in the said part of the 
registration statement, papers or documents, 
he shall refer to such items in his certificate 
and give appropriate explanation thereof.
If anything comes to the attention of such 
accountant or other expert, or he obtains 
knowledge of any facts before the effective 
date of registration which would make any of 
the material items therein untrue or indicate 
that there was an omission to state a material 
fact required to be stated or necessary to make 
the statement therein not misleading, he shall 
bring such immediately to the attention of the 
Commission.
In determining what constitutes reasonable 
investigation and reasonable grounds for be­
lief, the standard of reasonableness shall be 
that required of a person occupying a fiduciary 
relationship.
Where a partnership of certified or public ac­
countants certifies to a registration statement 
or any part thereof or any document used in 
connection therewith, the certificate shall be 
signed with the partnership name and by a 
member thereof.
Art. 16. C o n t e n t s  o f  P r o s p e c t u s . The 
information set forth in the prospectus, in­
cluding financial statements, except as to the 
latest balance sheet and the profit and loss 
statement for the latest fiscal year, may be 
expressed in a condensed or summarized form 
and need not follow the numerical sequence 
of the items of information required in the
registration statement, provided that such con­
densation and rearrangement shall not omit 
any item of information which may be material 
or may be necessary in order that the other 
statements contained in such prospectus shall 
not be misleading. There shall be inserted in 
a conspicuous part of the prospectus, and in 
type as large as that used in the body thereof, 
the following statement:
"Copies of the registration statement on 
file with the Federal Trade Commission may 
be procured from the Commission upon pay­
ment of the legal charge therefor. Neither the 
fact that such registration statement has been 
filed with the Commission, nor the issuance of 
this prospectus under the rules or regulations 
prescribed, shall be deemed a finding by the 
Commission that this prospectus is true and 
accurate on its face, or omits to state a ma­
terial fact or to mean that the Commission has 
in any way passed upon the merits of, or given 
approval to, such prospectus or the security 
mentioned therein.”
Subject to the foregoing provisions there 
may be omitted from a prospectus the follow­
ing items of information contained in the reg­
istration statement:
(1) If the registration form A-1 is filed as 
to any issuer or security: 9; 17; 18; 23 except 
as to the issue for which the registration state­
ment is filed; 28; 29 as of a date approxi­
mately one year prior to the filing of regis­
tration; 31 except as to principal underwriters; 
36; 37; 38; 39; 46; 48; 49; 51 except the last 
balance sheet and last profit and loss state­
ment; 52 except that the number of subsidi­
aries and affiliates shall be stated; 54 except 
as to latest balance sheet; 55 except as to 
latest profit and loss statement; 56; all sup­
porting schedules to balance sheets and profit 
and loss statements; and all exhibits.
(2) If the registration form B-1 is filed 
as to any issuer or security:
(3) If the registration form C-1 is filed as 
to any issuer or security:
(4) If the registration form D -1 is filed as 
to any issuer or security:
All information required by this rule to be 
included in a prospectus shall be placed in a 
conspicuous part of the prospectus in type as 
large as that generally used in the body of 
the prospectus.
The registrant shall file with the prospectus 
a complete reconciliation and tie of all data
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shown in the prospectus with that shown in 
the registration statement.
Art. 17. Prospectuses.
(a) Five copies of the form of prospectus 
proposed to be issued with respect to a security 
shall be filed with the registration statement. 
The Commission shall be notified of the price 
and date to be inserted in the prospectus prior 
to the date of the public offering.
(b) No prospectus purporting to comply 
with the requirements of Section 10 shall be 
used unless and until five copies of such form 
of prospectus shall have been filed with the 
Commission.
(c) In a case where a prospectus consists 
of a radio broadcast such prospectus shall be 
reduced to writing and five copies thereof shall 
be filed by the user of such prospectus with 
the Commission at least five days before such 
prospectus is to be broadcast or otherwise 
issued to the public.
(d ) Each prospectus and form of pros­
pectus shall have the date on which it is to be 
issued printed in a conspicuous place.
Art. 18. Computation  of Tim e . Unless 
otherwise required, the following rules shall 
govern in computing time under Section 8.
(a) Sundays and legal holidays shall be 
counted in the same respect as business days.
(b) In computing the effective date of the 
registration statement such date shall be the 
twentieth day after the filing of said statement, 
counting the next day after the filing thereof 
as the first of said twenty days.
(c) In computing the effective date of the 
registration statement in the case of securities 
of any foreign public authority, which has 
continued the full service of its obligations 
in the United States, the proceeds of which 
are to be devoted to the refunding of obliga­
tions payable in the United States (as provided 
in Subsection (a) of said Section 8), the ef­
fective date shall not be before seven full 
days have elapsed after the filing of such reg­
istration statement, counting the next day 
after the date of filing as the first of said seven 
days.
(d) In computing the number of days of 
notice of hearing, the next day after the date 
of sending confirmed telegraphic notice, or 
the next day after the date of personal service 
of such notice shall be counted as the first day 
of the respective period within which oppor­
tunity for hearing is to be accorded as provided
in subsections (b) and (c) of said Section 8.
Art. 19. A p p l ic a t io n  fo r  W a iver  o f  
W r it t e n  Co n s e n t  U n d e r  Se c t io n  7. In 
Section 7 it is provided  that:
"If any such person is named as having pre­
pared or certified a report or valuation (other 
than a public official document or statement) 
which is used in connection with the registra­
tion statement, but is not named as having 
prepared or certified such report or valuation 
for use in connection with the registration 
statement, the written consent of such person 
shall be filed with the registration statement 
unless the Commission dispenses with such 
filing as impracticable, or as involving undue 
hardship on the person filing the registration 
statement.”
Application to the Commission for dispens­
ing with such written consent shall state the 
grounds on which such application is based 
and be supported by affidavit covering all the 
material facts and showing specifically why the 
obtaining of such written consent is imprac­
ticable or involves undue hardship on the 
person filing the registration statement. Such 
application shall be filed and consent of the 
Commission obtained prior to the filing of the 
registration statement.
Art. 20. G o l d  O b l ig a t io n s . W hen the 
issuer continues to sell subsequent to July 26, 
1933 securities which in compliance with the 
provisions of the indenture (mortgage) pur­
ports to give the obligee the right to require 
payment in gold coin or a particular kind of 
coin or currency of the United States, such 
security shall have printed in type, the size 
and kind used on the face of the security, a 
statement substantially as follows:
"The within provision that the principal of 
and interest on this bond is payable in gold 
coin of the United States of America of the 
standard of weight and fineness existing on the 
. . . .  day of . . .  . was included therein in com­
pliance with the terms of the within described 
indenture (mortgage) which was executed 
prior to the approval, on June 5, 1933, of 
Public Resolution No. 10 of the 73rd Con­
gress. Specific attention is called to the fact 
that said Public Resolution provides in part as 
follows:
'Every obligation heretofore or hereafter 
incurred whether or not any such provision 
is contained therein or made with respect 
thereto shall be discharged upon payment
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dollar for dollar in any coin or currency 
which at the time of payment is legal tender 
for public and private debts.’ ”
Art. 21. H ea r in g s  by  t h e  Co m m is s io n . 
All hearings shall be public and may be held 
before the Commission or an officer or officers 
of the Commission designated by it, and ap­
propriate records thereof shall be kept. U n­
less otherwise directed, the place of hearing 
will be the office of the Federal Trade Com­
mission in Washington, D . C. All proper 
parties entitled to be heard at such hearings 
may appear in person or by counsel or other 
duly authorized representative.
Art. 22. A p p e a r a n c e  o f  C o u n s e l  or  
O t h e r  D u l y  A u t h o r iz e d  R e p r e s e n t a t iv e . 
A n y person appearing as counsel or represen­
tative o f  any registrant for  the transaction o f  
any business before the C om m ission  under said  
A ct shall thereupon file  w ith  the C om m ission  
in  w r itin g  due authorization to act as such  
counsel or representative.
Art. 23. R u l e s . The Commission may from 
time to time make, amend, rescind or add to 
the rules and regulations herein described.
The foregoing rules and regulations of the 
Federal Trade Commission are hereby pub­
lished on this 6th day of July, 1933 and are 
effective from and after said date.
By the Commission:
C h a r l e s  H . M a r c h ,
Chairman.
Attest:
O tis B. Jo h n s o n ,
Secretary.
NOTES
The February issue of Philadelphia, of­
ficial organ of the Chamber of Commerce, 
contains a page-and-a-half article by the 
Philadelphia Chapter of the Pennsylvania In­
stitute of Certified Public Accountants on 
"Accountancy Development in Generation 
From a Small Start.” Historical in character, 
it gives to the readers a good idea of the pro­
fession, both as regards what it does and as 
to how it may be entered.
The January issue of the Southern Banket 
has an article by Ralph Hitz, of the Hotel 
New Yorker and others.
This is the article in connection with which
the directory of members of the Georgia So­
ciety of Certified Public Accountants appears. 
W hile in this article the greatest stress is 
placed on what in many organizations would 
be considered internal accounting, it must be 
remembered that in each of the hotels con­
trolled or operated by Mr. Hitz the services of 
independent auditors are continually em­
ployed. An editorial note concerning the article 
says: "The Certified Public Accountant’s value 
to general business is forcibly stated in the 
accompanying article. H is value to banks is 
greater rather than less, as compared with 
other lines. It is but a step from the prin­
ciples outlined by Mr. Hitz to an even more 
extensive field of usefulness existing in the 
banking business. For these reasons it is be­
lieved that every banker will find food for 
thought in his observations.”
The New York Credit Men’s Association 
distributed to its members copies of the special 
bulletin issued by the New York State Society 
of Certified Public Accountants on the tenta­
tive classification of the accountancy services.
The New York Credit Men’s Association 
accompanied the bulletin with the following 
statement:
"W e feel that a worth-while effort has 
been made in attempting to specify the serv­
ice that may be had through the profes­
sional accountant. And, it is important to 
those of us who extend credit on the 
strength of a certified audit to appreciate 
that the debtor has arranged for a specific 
form of audit and that said audit has limi­
tations depending upon the classification 
arranged for between the accountant and the 
concern whose affairs are being audited.”
The Association of National Advertisers, 
in cooperation with the national Association 
of Cost Accountants, has recently made a 
study covering "An Analysis of the Distribu­
tion Costs of 312 Manufacturers.”
These manufacturers were distributed 
through twenty-nine leading industries of the 
United States, and had an aggregate sales vol­
ume in 1931 of more than a billion dollars. 
The study is an exceedingly interesting one. 
The aim has been to present facts as found 
rather than opinions with regard to those facts. 
The price to non-members of the association 
is $15.00.
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The North American Newspaper Alliance 
carried an extended article by Dr. Joseph J. 
Klein, under date of May 24.
In this article they were using him as an 
economic authority, referring to him as the 
Associate Professor of Economics in the Col­
lege of the City of New York. The thesis pro­
pounded in the interview was that increases 
in normal tax rates should be avoided except 
as a last resort. The theory was still further 
enunciated that there were a sufficiently large 
number of untapped tax sources so that it 
need not be considered necessary to increase 
the normal tax rate.
The New York Times for Sunday, April 25, 
contains an account of the awarding of a scroll 
of honor the preceding evening to Dean John 
T. Madden, of New York University School 
of Commerce, Accounts and Finance, from the 
national convention of Theta N u Epsilon. 
This is the first award of an honor scroll which 
has been made since the fraternity was founded 
in 1 8 7 0 . ________
A monograph on the "Performance of De­
partment Stores: 1932,” prepared by Edgar 
H. Gault has just been released as Number 3, 
Volume V, of the Michigan Business Studies.
The data is compiled month by month by 
the Bureau of Business Research of the School 
of Business Administration of the University 
of Michigan. This is the fifth annual review 
which has been prepared.
The final conclusion of the study is: "The 
conclusion reached in reviewing department 
store performance for 1931 that operating 
expenses must be reduced in line with a 
smaller sales volume is again advanced. Ex­
penses are more easily controlled by the man­
agement of a store than is gross margin. 
Gross margin will increase only when the de­
cline in the level of retail prices is stopped, 
and individual retailers cannot in any way 
control the general level of retail prices.”
Another conclusion was to the effect that 
department stores closed the year 1932 with 
inventories considerably older than in preced­
ing years, making it obvious that the fiscal year 
1933 will have an increased necessity for 
mark-downs, and will result in making more 
difficult the earning of a profit.
In the May issue of N et Results, published 
by H. A. Hopf & Co., reference is made to
a study by McGraw Hill & Co., who are the 
publishers of twenty-four business papers.
Starting the year 1931 with paid subscribers 
totalling 484,423, most of whom were ex­
ecutives or high-grade engineers, during the 
year thirty-two per cent had changed their 
location, and perhaps their duties. Forty per 
cent were eliminated from the subscription list 
for various reasons, leaving only twenty-eight 
per cent of the subscription list at the close 
of the year the same as at the beginning. 
However, during the year new subscribers 
totalled thirty-three per cent of the original 
number. ________
Universal Service, Inc., carried an article 
under date of June 6, by Merryle Stanley 
Rukeyser in which the uniformity of systems 
of accounting was urged on all corporations. 
Reference was made to the recent rules of the 
New York Stock Exchange and the feeling of 
resentment on the part of some to appear be­
fore a body of business representatives, some 
of whom may be interested in similar lines 
of business. It was clearly pointed out, how­
ever, that in view of the fact that no one was 
compelled to make a listing with the Exchange, 
each company is at liberty to abide by the rules 
or withdraw if it thinks they are too severe. 
W ithout doubt, the result of the Industrial 
Recovery Act will be the establishment of 
uniform systems for each industrial type.
Sometime since federal judges in the New 
York District adopted the plan of appointing 
the Irving Trust Company to receiverships in 
all cases where the creditors had not in ad­
vance agreed on a satisfactory receiver. As 
was indicated in a previous reference to this 
matter, the result was highly satisfactory ex­
cept to a relatively small group of individuals 
in New York who had profited by reason of 
wasteful methods concurred in by those who 
had previously handled insolvent concerns.
A bill was introduced in the recent New 
York Legislature, and passed, which would 
prevent a State trust company from acting as a 
receiver. Governor Lehman, however, very 
wisely frustrated their plans by attaching a 
veto with the comment that if the Federal 
judges wanted to appoint the Irving Trust 
Company to receiverships it was within their 
legal right to do so, and once again the pro­
fessional receivership racketeer has been short- 
circuited.
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A New England bank recently had printed 
a little slip which they used in sending out 
notices with regard to due notes. It read: 
"W hittling is now a lost art, but there is a 
way to revive it. You have a note at this bank. 
W hittle it away. Every time it matures, pay 
something on it. The best investment you 
can make is to buy back your own note.” Note 
buying, as an investment, is not a bad idea.
Appropos of the old saw that "Necessity is 
the mother of invention,” is the saving effected 
by the individual in the following story:
He entered one of the great downtown 
banks with $50,000.00 in securities in a brief 
case. Approaching the proper official he said, 
"I want to get the smallest loan that you will 
make on this collateral.” The vice-president, 
anticipating a good-sized loan, said, "You 
mean the largest, don’t you?” "No,” was the 
reply. "I mean the smallest.” After a little 
conversation a twenty dollar loan was made. 
The banker, was not fully determined in his 
own mind whether the business man had gone 
crazy or not but thought it was wise to humor 
a man who had $50,000.00 worth of good 
securities about him. A little later, however, 
after the deal had been completed and fo l­
lowing a little further conversation, he saw 
the point. The business man was interested 
in preserving the securities and a safety de­
posit box would have cost him $20.00 a year 
whereas the interest on the loan made was 
only $1.20 a year.
Not long since, the Department of Com­
merce presented a study made of 266 wage- 
earner bankruptcies in Boston.
Thirty-three and one-third per cent of them 
had not finished the grade school. Seventy- 
five per cent, including of course the above 
thirty-three-and-one-third per cent, had not 
finished high school. Only four per cent 
were college graduates. Evidently college edu­
cation enables one to avoid bankruptcy pitfalls. 
Sixty-five per cent were between twenty-five 
and forty-four years of age. Seventy-five per 
cent of the people were born in the United 
States and fifty-eight per cent of the foreign- 
born had been naturalized. It is estimated by 
those making the survey that more than one 
hundred twenty-five million dollars were lost 
by creditors of the 29,067 wage-earner bank­
rupts in the United States in 1930. The
recorded losses through all types of bank­
ruptcies from 1930 to 1931 were seven-and- 
a-quarter-billion dollars. The average receipt 
by creditors for these years on bankruptcy 
claims was eight and forty-three hundred cents 
on the dollar.
The New York Trade Association News, in 
its April issue, had a series of replies to the 
Inquiring Reporter’s question, "Why do you 
belong to the New York Trade Association 
Executives ?”
Some of the answers could have just as well 
been given by a member of a State Society of 
Certified Public Accountants or of The Ameri­
can Society. As occasionally a professional 
man is met by the question, "why should I 
belong to a professional society,” a few of 
these replies are noted:
"I preach organization to my members, so 
I must practice it, too. * * * The contacts 
with other men solving problems similar to 
my own are exceptionally worth while. * * * 
It helps fellow trade association executives to 
exchange ideas and meet other people engaged 
in similar activities. * * * It furnishes un­
rivalled opportunity for contact with other 
associations. * * * A trade association ex­
ecutive usually has the breadth of view and 
the wide experience that makes him an in­
teresting and stimulating companion. * * * 
Only by contributing our share to the organi­
zation activities in our profession can we hope, 
individually, to draw anything out.”
The American Woman’s Society of Certified 
Public Accountants was organized January 4 
with Miss Anna G. Francis, holding an Indi­
ana certificate, as President, and Miss Grace
S. Schwartz, holding an Illinois certificate, as 
Secretary. The charter members were nine in 
number, residing in or near Chicago.
They are to hold a meeting in Chicago, July 
21, during the week of the International Con­
gress of Women held in connection with the 
Century of Progress Fair.
Provision is made for two classes of mem­
bers. Active membership is restricted to wo­
men certified public accountants holding valid 
certificates granted by the states; and associate 
membership is restricted to those women who 
have passed the examination but whose certifi­
cates are withheld until the experience required 
by the law is obtained.
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G r o u p  C o n t a c t s
Every certified public accountant should 
not only maintain an active participation in 
his own professional organization but for the 
interest of the profession of which he is a 
member he should extend the sphere of his 
influence into organizations of other related 
groups. Three recent elections illustrate this 
particular point.
The National Association of Cost Account­
ants has the largest membership of any ac­
counting association in this country. At its 
recent annual meeting Arthur H. Carter, for 
the past three years president of the New York 
State Society of Certified Public Accountants, 
the largest State society of accountants in this 
country, was elected president of the National 
Association. A t  the annual banquet the retir­
ing president, Mr. Bullis, president of General 
Mills, Minneapolis, was flanked on his left by 
William M. Lybrand, the oldest (in point of 
N.A.C.A. service) living past-president, and 
on his right by Colonel Carter, the incoming 
president, both outstanding representatives of 
the profession of Accountancy.
The National Association of Credit Men, at 
its recent annual convention held in Mil­
waukee, elected Wm. Gordon Buchanan as a 
national director. Buchanan is a member of 
the Board of Accountancy for the District of 
Columbia, and in addition to his regular ac­
counting practice has for twelve years been 
head professor of accountancy and business 
administration at Georgetown University.
George P. Ellis recently captured two official 
positions within a period of three weeks. The 
first was his election as Treasurer of the Ham­
ilton Club of Chicago. It is believed that this 
is the first time in the history of the club that 
a banker has not been elected to that position. 
He was later elected president of the Execu­
tives Club of Chicago.
Certified Public Accountants should be in­
terested in the work of the private accountant 
as reflected in the membership of the National 
Association of Cost Accountants. They also 
should be interested in the subject of Credit, 
in passing upon which credit men rely to a 
considerable extent on the reports prepared by 
them. They should have a more direct rela­
tionship to and interest in the executives of 
the organizations of their several clients.
These elections are a recognition of an abil­
ity which every certified public accountant
should possess of coordinating his regular 
practice with other related activities.
Harry A. Grube, C.P.A., and member of 
The American Society, was elected president 
of the Brooklyn Chapter of the National As­
sociation of Cost Accountants, at a meeting 
held on May 24. Another member of The 
American Society, William H. Bell, of New 
York, addressed the meeting on "W riting 
Down Capital Assets.”
George B. Hamilton, C.P.A., member of 
The American Society, from Atlanta, Georgia, 
now writes us as Treasurer of the State of 
Georgia.
Norman B. Clark, C.P.A., was elected sec­
retary of the Los Angeles Chapter of the N a­
tional Association of Cost Accountants at the 
recent annual meeting.
George W. Rossetter, member of The 
American Society, from Chicago, is a member 
of the Chicago General Committee for the 
holders of bonds sold through S. W . Straus 
& Co. The committee consists of Rufus C. 
Dawes, Chairman; Samuel J. T. Straus, Sidney 
H. Kahn, and Jay C. McCord.
John J. Sellers, C.P.A., of Roanoke, Vir­
ginia, was elected Vice-President of the Vir­
ginia Iron Coal and Coke Company at a meet­
ing of the Board of Directors, held in New 
York on April 20, 1933.
Douglas N. Wilson, C.P.A., of Great Falls, 
Montana, gave an address on "School Ac­
counting,” at the seventh annual convention 
of Montana School Boards Association, May
5, 1933.
Henry Knust, C.P.A., of Hartford has been 
elected president of the Hartford, Connecticut 
chapter of the National Association of Cost 
Accountants.
J. B. Payne, C.P.A., of Washington, D. C ., 
formerly associate investigator of the U. S. 
Bureau of Efficiency, has been appointed dep­
uty superintendent of insurance in the District 
of Columbia.
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Municipals, Too*
By T h o m a s  F. W o o d l o c k
AT the annual meeting of the New York 
 State Society of Certified Public Account­
ants, the retiring president, Colonel Carter, 
made a suggestion which is about as timely 
and persuasive as anyone could wish. It fol­
lows, in his own words:
"W hile the tendency of legislation has been 
toward broader governmental control of busi­
ness, little progress has yet been made toward 
placing the financial operations of govern­
mental bodies on a business basis. The So­
ciety went on record on this subject by a reso­
lution passed at the March meeting in which 
it pointed out the necessity for better financial 
control of municipalities by installation of 
business accounting methods.
"Taxpayers and municipal bond owners are 
entitled to the same material facts relating to 
the operations and financial condition of the 
municipality, in which their interest rests, as 
is the investor in the corporate securities he 
owns. . . . The present deplorable condition 
of the municipal bond market and the state of 
municipal credit have no doubt impressed 
upon investors the fact that the basis upon 
which they purchased municipal bonds in the 
past was not of sufficient substance to justify 
continuance of the same procedure in analyzing 
the value of such securities. . . .
T h e  N eed  fo r  Fu l l  P u b l ic it y  Y early  
"In my opinion little improvement can be 
expected in municipal credit, or in the value 
of municipal bonds, until such bodies recog­
nize the need for full publicity yearly regard­
ing their operations and financial condition. 
This condition can be fulfilled only when 
municipalities adopt the practice of the better 
corporations by having their accounts regularly 
examined by independent accountants, and by 
publishing clear and informative statements 
as to their receipts and disbursements.”
Some years ago it fell to this writer’s lot to 
review a dissertation offered for the Ph.D. 
degree, the subject of which was the finances 
of the City of New York. The author, a 
Chinese student, opened his dissertation by the 
statement that the materials for a complete 
exposition of the city’s finances did not exist.
*Reprinted from The Wall Street Journal for 
Tuesday morning, June 6, 1933.
This writer doubts that they exist today. This 
is true of a "corporation” whose income and 
outgo are about $600,000,000 annually. Of 
how many other similar "corporations” must 
the same be said ? This writer does not know, 
nor does anyone else know. But it is a safe 
wager that it could be said of many.
W e are about to put in force stringent legis­
lation governing the issue and sale of securities 
of all sorts other than those of government, 
states and smaller civic units. The latter are 
specifically exempted from the main provisions 
of the bill. Presumably the thought is that, 
as they rest upon the taxing power, the security 
behind them is unlimited, therefore unques­
tionable. That comfortable assumption upon 
which investors travelled for a long time has 
of late been rudely challenged with the result 
that municipal "tax-frees” have lost much 
pride of place in the markets. Two years ago 
the Dow-Jones averages of 20 representatives 
State and city bonds showed an average "yield” 
to the investor of but 3.74%. A year ago the 
"yield” had risen to 4.78%. Two months ago 
it had risen to 5.63% and has since receded to 
5.11%.
N eed  as M u c h  A t t e n t io n  as  In v e s t m e n t  
B a n k e r s
The implication of these figures is the re­
verse of "attractive” to a prospective investor, 
handsome as may superficially appear a "tax- 
free” income of 5.63%. It is a clear warning 
that the tax cow is going dry. Every argument 
that has been urged in favor of "pure securi­
ties” legislation applies with equal force to 
"civic” obligations. Civic authorities need 
fully as much attention as do investment bank­
ers, all the more because of the movement to 
put civic units into public service business. 
Nothing in corporate management or corporate 
accounting can be produced which will match 
some of the "messes” which have been dis­
closed in this phase of civic activities.
Reform is long overdue in the accounting 
of all governmental units. There may be, 
probably are, some few instances of a fair 
degree of order and frankness in this matter, 
but they are exceptions. Here, too, is needed 
a "new deal.” Colonel Carter’s suggestion is 
absolutely sound, and it is profoundly to the 
interest of taxpayer and investor that it should 
be put into practice. Above all, it should be 
applied to all civic activities of a "business” 
character.
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STOP
( Continued from page 395)
Here we see desire plus action plus perse­
verance.
In the telegram the word STOP by its very 
presence bids you go on. There is more in 
the message. If there were not, the word 
would not have been used. And on you go. 
You must. And so with your studies. You are 
never finished. That is, if you intend to 
progress. And how can you progress if you 
do not continue your studies? If you do not 
continue, you cease to possess a mind open to 
new ideas, and you will demonstrate the truth 
of that terse saying, "Stagnation is death.”
But if you continue and acquire knowledge, 
you will desire wisdom, for wisdom is the re­
sult of knowldege plus judgment. But for 
judgment to be developed, knowledge is es­
sential. And so, to you who desire knowledge 
and wisdom, I recall the toast:
To wisdom, difficult to acquire, hard to 
counterfeit and impossible to lose.
Net Earnings Insurance
( Continued from page 419) 
no use-and-occupancy value to insure. How­
ever, most business enterprises are not con­
fronted with such a condition, even in these 
days. Despite the fact that they are operating 
at a net loss, they are earning a portion of their 
fixed charges. W hen this is the case, there is 
a use-and-occupancy value to insure, to the 
extent that the fixed charges are earned.
To be sure, the gross profit or margin avail­
able for operating expenses and fixed charges 
is not as great as in prosperous times, but 
nevertheless, this margin is sufficient to pay a 
portion of the operating expenses and fixed 
charges. However, operating expenses seldom 
remain constant. An increase in sales or pro­
duction is oftentimes accompanied by an in­
crease in operating expenses, while on the 
other hand, a decrease in the volume of busi­
ness usually will result in a decrease in operat­
ing expenses. W hen operations of a business 
cease completely, operating expenses discon­
tinue. For this reason, they are not included 
in the calculation of the use-and-occupancy 
value, and the insurance companies, of course, 
do not consider them when writing the policy 
and calculating the premium.
Fixed charges are those expenses which 
continue regardless of whether there is a com­
plete or partial suspension of business. Chief 
among these expenses are insurance, rent, 
salaries of officers, directors, superintendents, 
department heads and skilled labor; interest, 
taxes, depreciation; contracts for power, light, 
telephone, and advertising. These continuing 
expenses must be paid regardless of the operat­
ing capacity of the business, and it is these 
that are protected under a use-and-occupancy 
policy, for the actual loss sustained during a 
total or partial suspension of business to the 
extent that such fixed charges would have 
been earned had no fire occurred.
Retail Inventory
(Continued from page 413) 
upon the degree to which these items are mis­
handled. There probably are cases where 
errors such as illustrated in these two illustra­
tions offset one another; however, the chance 
of this probability may be quite costly.
Exceptions appear to prove every rule, and 
that exception in connection with our present 
problem has to do with the handling of such 
regular items which are purchased at less than 
the regular cost. Our solution to this problem 
consists of handling the transaction in the 
same manner as any other with the exception 
that the reduction will be handled as an ad­
justment of the original retail, namely, a 
mark-up cancellation. W e feel that this prac­
tice is justified in that the adjusted retail will 
still carry a normal mark-up and that at the 
same time no difficulties will be encountered 
in the control of stock and the like.
C o n c l u s io n  
The writer believes that the adoption of 
the set of recommendations as suggested will 
materially help to make retail inventory not 
a target for merchandisers but a help to all 
of their problems and will, at the same time, 
result in a "retail method” that not only 
sounds practical in theory but one that actually 
meets the demands of the accountant, the mer­
chandiser and the store operator.
These three requirements, it is felt, will be 
met, since a system that functions properly will 
produce correct cost inventory valuations and 
correct monthly gross profits, will facilitate a 
better control of stock, and lastly will main­
tain all information on a comparable and re­
liable basis so that it may be used in its many 
applications to meet the needs of the modern 
merchant.
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STATE SOCIETY NEWS
CALIFORNIA
The annual meeting of the Fresno Chapter 
of the California State Society of Certified 
Public Accountants was held on May 11, 1933.
Speakers were James Hammond, president 
of the California State Society, and Mr. Craw­
ford, Credit Manager of the Fresno Branch 
of the Security First National Bank of Los 
Angeles.
Officers elected were: President, C. E. Brad­
ford; Vice-President, G. S. Gilbertson; Sec­
ond Vice-President, Victor E. Storli; Secretary - 
Treasurer, Harry W . Hills; Director, George 
H. Lips.
DISTRICT OF COLUMBIA
The annual meeting of the District of Co­
lumbia Institute of Certified Public Account­
ants was held at the Racquet Club, Wednesday 
evening, June 28. Following the usual dinner 
the program part of the meeting was confined 
to a discussion of the recently enacted Federal 
Securities Act. Mr. Baldwin B. Bane, Chair­
man of the Committee of the Federal Trade 
Commission, having the preparation of forms 
and regulations in charge, Colonel W . H. 
England, a member of that Committee, and 
Mr. Edward R. Hicks, for eleven years a mem­
ber of the Arkansas Securities Commission 
and recently brought to Washington in con­
nection w ith the administration of this Act, 
were present to lead the discussion and answer 
questions that were raised by those present.
In the election which followed Frederick 
M. Blum and John B. McGinley were elected 
to the Board of Governors for the next three 
years, two members being elected each year. 
At the meeting of the Board of Governors 
immediately following, Wayne Kendrick was 
elected President, Goodwin P. Graham, Vice- 
President and Harold C. Anderson, Secretary- 
Treasurer for the ensuing year.
GEORGIA 
The annual meeting of the Georgia Society 
of Certified Public Accountants was held at 
the Ansley Hotel, Atlanta, on May 26-27, 
1933.
After a business session on Friday morning 
at which reports of officers and committees 
were heard, the meeting was addressed by 
Prof. Harold M. Heckman of the School of 
Business Administration of the University of 
Georgia, and a member of the Georgia State 
Board of Accountancy, on "Policies of the 
State Board of Examiners.” Following a forum 
discussion adjournment was taken for luncheon 
in the Civic Room of the Ansley. In the after­
noon members and their guests attended a 
baseball game, and in the evening there was 
an informal dinner dance on the Ansley Hotel 
Roof.
A golf tournament at East Lake Country 
Club was held on Saturday morning.
Officers elected for the coming year were: 
President, Marvin F. Pixton; First Vice- 
President, Joel H unter; Second Vice-President, 
R. L. H olland; Secretary, E. M. Kendrix; 
Treasurer, Steve B. Ives.
The Atlanta Chapter of the Georgia Society 
elected as officers for the coming year: Chair­
man, Joel Hunter, Jr.; First Vice-Chairman,
E. W . Gottenstrater; Second Vice-Chairman, 
L. L. Davis; Secretary, Lyle E. Campbell; 
Treasurer, Harry L. Dix.
The May issue of The Southern Banker con­
tains an article, "C.P.A., Banker and Cus­
tomer,” by V. K. Bowman, Assistant Cashier 
of the Federal Reserve Bank of Atlanta. This 
was an address given before the Tennessee 
Society of Certified Public Accountants, and is 
utilized by the Georgia Society in that particu­
lar issue as a background for presenting its 
directory of members. In the same way the 
July issue contains an address given before 
the New Jersey Bankers Convention by M ur­
doch W . Maclachlan.
KENTUCKY 
The Kentucky Society of Certified Public 
Accountants, at its regular meeting, June 16, 
held at the Kentucky Hotel, Louisville, elected 
the following officers: President, Harvey D. 
Cardwell; First Vice-President, Robert D. 
H aun; Second Vice-President, L. Tipton 
Young; Secretary-Treasurer, Buell E. Henry.
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Directors, George F. Meldrum, L. Tipton 
Young, W. A. Hifner, Jr., Bradley O. 
Turner.
LOUISIANA 
At the May luncheon of the Louisiana So­
ciety the topic for discussion was "How Far 
Should the Certified Public Accountant In­
quire into the Private Affairs of the Independ­
ent Partners W hen Conducting an Audit of a 
Partnership?”
The discussion for the preceding meeting 
related to "The Propriety of a Certified Pub­
lic Accountant’s Acceptance of Engagements 
to Prepare Prospectuses for Dissemination 
Among the Public at Large.”
The advocates of the negative side of the 
question maintained that professional tradition 
required the preservation of the dictum that 
the accountant is not a forecaster of future 
results but deals solely with facts; that the 
practitioner’s good reputation is the public’s 
protection, and if he ventures his opinion too 
frequently on activities of the future, under 
the doctrine of averages there will be cases 
where the results failed to measure up to his 
estimates and that will diminish the faith 
which the public has in the C.P.A. as a min­
ister of accuracy and truth.
The proponents of a new era contended that 
the profession is witnessing a state of transi­
tion wherein the accountant is gradually but 
gratifyingly emerging from the position of a 
mere historian to that of a forecaster, recog­
nizing the fact that in all transitions there 
will be some temporary losses but in the long 
run advancements are made. It was further 
argued that if a prospective investor seeks the 
advice of an outsider there is certainly no one 
more qualified to venture an opinion than the 
certified public accountant who has made a 
careful audit investigation of the particular 
business under consideration.
In view of the passage of the Securities Act, 
which will require an independent auditor’s 
certification in connection with all applications 
for security issues of an inter-state nature and 
will also require a prospectus containing such 
information from the application and certifi­
cation, as in the judgment of the Federal Trade 
Commission should be offered the prospective 
investor, it would appear that the scope of the 
accountant’s field of activity has been enlarged 
as the result of that act.
M ICHIGAN 
The annual meeting of the Michigan Asso­
ciation of Certified Public Accountants was 
held in Detroit, June 15. The following of­
ficers were elected: President, C. J. Lynch; 
Vice-President, M. A. Yockey; Secretary, W. 
H. Ball; Treasurer, Grace A. Dimmer. Direc­
tors, A. L. Barrett, W . B. Isenberg, E. W . 
Wheeler. Auditor, Louis Schneider.
R e p o r t  t o  M ic h ig a n  A sso c ia tio n
Your committee has made a complete study 
of the question of competitive bidding on audit 
engagements.
During the course of the study the commit­
tee has communicated with every State ac­
counting organization in the country as well as 
stock exchanges, bankers’ organizations and 
others.
The information collected by the committee 
indicates that accountants as a whole and those 
who use their reports for credit purposes, etc., 
are strongly opposed to competitive bidding.
No plan has come to the attention of the 
committee, whereby any regulations formu­
lated by this association could be legally en­
forced. Consultations with the legal profes­
sion on the subject have also led the committee 
to believe that restrictions and penalties which 
might be proposed can not be enforced by the 
association.
A few State organizations have passed by­
laws seeking to prohibit bidding by their 
members, but it is indicated that the success of 
these undertakings has been minimized by the 
fact that all accountants are not members of 
the State organization.
It is the opinion of the committee that a 
solution of the problem can best be reached:
(1) Through the medium of the existing 
public accountancy law of the State.
(2) By the introduction of new legislation.
(3) By promoting cooperation between ac­
countants on the question of competitive bid­
ding.
Section 2 of Act 353 P.A. 1925 authorizes 
the Michigan State Board of Accountancy to 
draw up a code of ethics covering the practice 
of accountancy in the State of Michigan. No 
action has been taken by the Board under this 
section to date.
The Legislative Committee of this associa­
tion has had under consideration new legisla­
tion covering the practice of accountancy along 
the lines of the so-called "California Plan”
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but has deferred action until the Bar Associa­
tion o f the State first presents a similar plan 
covering the practice o f law.
Your Committee submits the follow ing 
recommendations:
(1) That the Michigan State Board o f Ac­
countancy be asked to exercise the authority 
given it  under Section 2 Act 353 P.A. 1925, 
and draw up a code of ethics, said code to 
contain, so far as is legally possible, regulations 
covering competitive bidding.
(2) That the Legislative Committee of the 
Michigan Association of Certified Public Ac­
countants be asked to proceed now  w ith the 
proposed new legislation along the lines of 
the so-called "California Plan,”  and that it  be 
submitted to the legislature this session.
(3) That the present committee be retained 
or another committee be appointed to consult 
w ith the Michigan State Board of Account­
ancy and the Legislative Committee of this 
association w ith a view to promoting the 
regulation of competitive bidding. That the 
Committee be required to collect information 
on bids made by Certified Public Accountants 
and submit monthly to the association, in 
regular meeting, a schedule o f such bids with 
the names of the accountants making them.
(4) That the Michigan Association of Cer­
tified Public Accountants communicate with 
the Certified Public Accountants of the State, 
and request that i f  they find it necessary to bid 
on accounting engagements that the bid be 
accompanied by a detailed schedule of the 
actual work which they w ill perform under 
the bid.
(5) That the Michigan Association o f Cer­
tified Public Accountants should try to pro­
mote cooperation between Certified Public 
Accountants and that these accountants be 
communicated w ith and asked to refrain from 
quoting on audit engagements until they have 
first communicated w ith the accountant who 
has previously done the work and ascertained 
his version of the client’s desire for changing 
accountants.
M INNESO TA 
The May B u lle tin  o f the Minnesota Society 
contains a very appropriate message from 
President Hines to the ten accountants who 
secured their C.P.A. certificates as the result 
of the May examination. I t  also reproduces 
one of Bruce Barton’s famous short essays on 
"Too Much in the Future,”  growing out o f
the comment of President Coolidge. When at 
one time he was called upon to decide an 
argument entered into between two famous 
lawyers, Coolidge first inquired as to who 
raised the question, and when told that no 
one did, that they were discussing it  as against 
a possibility in the future, Coolidge quietly 
remarked, "Time enough to discuss it  when it  
comes up.”
A  meeting o f the Minnesota Society of Cer­
tified Public Accountants was held on Tues­
day, May 23, 1933, at the Campus Club, U n i­
versity o f Minnesota, w ith dinner at 6:15 p.m.
The speaker of the evening was Jay Dunne, 
Vice-President of A. G. Becker & Company, of 
Chicago, who had for his subject "Account­
ancy In  Relation to Security Selling.”
The chairman of the Minnesota State Board 
o f Accountancy introduced the successful can­
didates of the examination held May 17, 18, 
and 19, most o f whom have already applied 
for membership in the Minnesota Society.
MISSOURI 
A t the annual meeting o f the Missouri So­
ciety of Certified Public Accountants, held at 
the Hotel President, Kansas City, June 9 and 
10, the follow ing officers were elected: Presi­
dent, Procter H. Kerr, Kansas City; First 
Vice-President, Lee J. Muren, St. Louis; Sec­
ond Vice-President M ilton E. Carter, Kansas 
City; Treasurer, A. J. Benner, St. Louis; Sec­
retary, John W . Rader, Kansas City. Directors, 
M ille r Bailey, Francis R. Brodie and Parry 
Barnes, Kansas City; W . A. Helm and Ber­
tram L. Sterbenz, St. Louis.
The proposals advanced by the Committee 
on Constitution and By-Laws were adopted 
with only very minor changes.
A t the annual meeting o f the St. Louis 
Chapter o f the Missouri Society of Certified 
Public Accountants, held on May 25, the fo l­
lowing officers were elected: President, W . A. 
Helm; First Vice-President, C. R. English; 
Second Vice-President, A. C. Derrick; Treas­
urer, J. O. Dickinson; Secretary, B. L. 
Sterbenz.
NEBRASKA 
The annual meeting of the Nebraska Society 
of Certified Public Accountants was held at 
the Lincoln Hotel, Lincoln, Nebraska, at 6:30 
p.m., Tuesday, June 27, 1933.
The follow ing officers and directors were 
elected: President, Edward E. Lanphere, Lin-
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coin; Vice-President, Elton C. Loucks, Omaha; 
Secretary, Victor Brink, Lincoln; Treasurer, 
Wayne McPherren, Omaha. Directors, Ray­
mond H. Walker, Lincoln; W illiam  Bryden, 
Omaha; A. E. Spellman, Omaha.
The committee appointed by the president 
to recommend any changes needed in  the by­
laws o f the Society made its report, and the 
changes recommended were adopted.
The proposed code of ethics submitted by 
the Committee on Professional Ethics, at the 
December meeting o f the Society, was adopted 
after a few changes were made therein.
O H IO
The new "Securities Act”  was the subject 
o f a very interesting round-table discussion 
at a meeting of the Columbus Chapter o f the 
Ohio Society of Certified Public Accountants, 
held Wednesday evening, June 21, at the 
Deshler Hotel. M r. James P. Cornetet, presi­
dent o f the Chapter, led the discussion.
The Columbus Chapter w ill be host to the 
Ohio Society at its fa ll meeting, to be held 
September 28, 29, and 30.
O R E G O N
The annual meeting o f the Oregon State 
Society was held at Portland, June 13, when 
the follow ing officers were elected for the 
ensuing year: President, H. W . McIntosh. 
Portland; Vice-President, Ernest Farnand, 
Portland; Secretary, Frank S. Hecox, Portland; 
Treasurer, Pearce C. Davis, Portland.
PEN NSYLVAN IA
The Thirty-sixth Annual Meeting of the 
Pennsylvania Institute o f Certified Public Ac­
countants was held in Wernersville, Pennsyl­
vania, on June 15, 16, and 17, 1933.
Reports o f the officers showed that the In ­
stitute is in splendid condition both financially 
and numerically, and that the members were 
hopeful and enthusiastic fo r the future of the 
accounting profession in the Commonwealth 
o f Pennsylvania.
The retiring president, W illiam  R. Main, 
spoke on the activities o f the Institute in con­
nection w ith the recent session of the Pennsyl­
vania legislature, and pointed out that a num­
ber o f laws had been passed that were to the 
advantage of all certified public accountants. 
M r. Main recommended that the Institute 
should take greater interest in future legisla­
tion and in  publicity fo r the profession, and 
suggested that the Institute be represented at
the next session o f the legislature by an able 
and experienced representative. An interesting 
recommendation made by him was that those 
of the membership who have all these years 
labored so fa ith fu lly for the advancement of 
the profession, some recognition is due, and 
he recommended that serious thought be given 
as to this matter. One form of recognition 
might be the establishment of an order known 
as the Silver Legion, and to each member who 
has completed twenty-five years of continuous 
membership in the Institute, might be given a 
suitable scroll bearing testimonial to that effect.
Secretary Bennett stated that o f the 1,005 
certificates issued by the Commonwealth of 
Pennsylvania, 634 certificate holders had be­
come members of the Pennsylvania Institute. 
He stated also that as a result o f resignations, 
deaths and other deductions, the membership 
now stood at 500 or 49.8% o f the total cer­
tificates issued.
An interesting address was given by T. Ed­
ward Ross, C.P.A., the only member present 
of the original fifteen who formed the Insti­
tute in 1897. Mr. Ross led a very enlight­
ening discussion on the Securities Act of 1933, 
based upon the activities of himself and J. E. 
Sterrett, C.P.A., as representatives of The 
American Institute o f Accountants before the 
Senate Committee in Washington and before 
the officials of departments. Another member 
o f the Institute, Horace P. Griffith, was in 
Washington representing The American So­
ciety in similar conferences.
Another inspiring address was given by 
Lucien B. Carpenter, Esq., o f the firm  of Saul, 
Ewing, Remick and Saul; former Deputy A t­
torney General o f the Commonwealth of 
Pennsylvania, on The Pennsylvania Banking 
Code.
The follow ing persons were elected as o f­
ficers and directors and committee members 
fo r the coming year: President, Adrian F. 
Sanderbeck, Pittsburgh; Vice-President, Clar­
ence L. Turner, Philadelphia; Secretary, Rob­
ert J. Bennett, Philadelphia; Treasurer, Donald 
M. Russell, Philadelphia; Auditor, Ludwig 
zur Nieden, Philadelphia.
Council members whose terms expire in 
1934: Ernest Crowther, Pittsburgh, and John 
K. Mathieson, Philadelphia.
Council members whose terms expire in 
1935: Francis P. Byerly, Philadelphia; W il­
liam R. Main, Philadelphia, and Harry Ness. 
York.
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The Pennsylvania Legislature passed a Cor­
poration Code in  Section 318 of which it was 
provided that domestic corporations should be 
required to furnish financial reports to share­
holders, which reports should be verified by 
independently employed certified public ac­
countants except as a by-law of the corporation 
should exempt it  from these requirements. 
This is quite an advance. Relatively few of 
the corporations w ill feel inclined to pass a 
by-law which would exempt the officers from 
furnishing the shareholders w ith the report 
called for, or, furnishing such a report, v irtu ­
ally say to the shareholders, "You must take 
our word fo r i t ”  rather than have the facts 
therein stated independently verified. In  view 
o f the generally increasing desire fo r publicity 
regarding financial matters, it is probable that 
a much smaller number o f corporations would 
pass such a by-law now than would have 
passed it  five years ago.
The Building and Loan Code, also passed, 
requires that an annual report be prepared 
signed by either three directors or an account­
ant. The same provision is found in the new 
Banking Code. Bills were also passed impos­
ing penalties on accountants as well as certified 
public accountants fo r issuing false financial 
statements.
I t  w ill be noted that Morris Root, a certified 
public accountant liv ing in Philadelphia, is a 
member o f the Pennsylvania Legislature. 
W ithout doubt the individual members of the 
Legislature knew more about the functions, 
duties and accomplishments o f the profession 
at the close of the session than most of them 
had dreamed of when the session began.
W A SH IN G TO N  
Newly elected officers of the Washington 
Society o f Certified Public Accountants are: 
President, John E. Chambers, o f Seattle; Vice- 
President, E. C. Daniels, o f Spokane; Secre­
tary-Treasurer, E. F. Chabot, o f Seattle; D i­
rectors, N eil Sexton, F. O. Johnson, S. E. 
Friedman, E. P. Van, H. L. Scott, and J. M. 
McConahey, o f Seattle, and L. F. Reinhard, o f 
Spokane.
Officers o f the Seattle Chapter are: Presi­
dent, F. O. Johnson; Vice-President, H. L. 
Scott; Secretary, E. P. Van; Directors, S. E. 
Friedman and E. P. Jarvis.
W ISCONSIN 
The annual meeting of the Wisconsin So­
ciety took place on June 27, and the fo llow ­
ing Directors were elected for the year 1933- 
1934: W illiam  Charles, Milwaukee; Fred C. 
Kellogg, Madison; Clarence Lichtfeldt, M il­
waukee; Thomas A. McCormack, Milwaukee; 
Delbert W . Reynolds, Milwaukee; Hugh A. 
Sinclair, Milwaukee; Arthur E. Wegner, M il­
waukee.
The officers elected were: President, Hugh
A. Sinclair, Milwaukee; Vice-President, 
Clarence Lichtfeldt, Milwaukee; Secretary- 
Treasurer, Arthur E. Wegner, Milwaukee.
Another Merger
Nine different national organizations cov­
ering the general field o f government, have 
united under the term "Public Administra­
tion Service”  w ith headquarters at 850 East 
58th Street, Chicago, Illinois, for the pur­
pose of aiding public officials in a more scien­
tific study o f the general problems involved 
in governmental costs. W hile these organiza­
tions w ill operate on a cooperative basis, each 
w ill retain its independence w ith regard to the 
programs which it has been individually spon­
soring.
The organizations are: Public Administra­
tion Clearing House, American Legislators’ 
Association, American Municipal Association, 
American Public Welfare Association, Gov­
ernmental Research Association, International 
City Managers’ Association, Municipal Finance 
Officers’ Association, United States Confer­
ence of Mayors, and National Municipal 
League.
In its first release the announcement is made 
that:
" In  its expanded form, the Service w ill be 
prepared to install budgets, general accounting 
systems, tax billing, cost accounting, special 
assessment records and procedures, public u til­
ity accounting and billing, public works rec­
ords, police records, welfare records and cost 
accounting systems, hospital financial and cost 
systems, centralized purchasing, and personnel 
studies and systems. I t  w ill plan the reorgani­
zation o f an entire governmental structure or 
o f a single department or office. I t  w ill have 
at its disposal not only its staff experts, but 
the experienced members o f the staffs of its 
constituent organizations; and when appropri­
ate it  w ill call in specialists of national repu­
tation.”
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A N N O U N C E M E N T S
Thomas R. Corbin, C.P.A., announces the 
opening of offices in the O il City National 
Bank Building, O il City, Pa., under the firm 
name of Corbin & Company, Certified Pub­
lic Accountants.
Laventhol & Krekstein, Certified Public Ac­
countants, announce the removal o f their o f­
fices to 1528 Walnut Street, Philadelphia, Pa.
T. A. Andrews, A. B. Bolin, Fred C. Ivy, 
and C. A. Quinn, Certified Public Accountants, 
announce the change in firm name from El­
liott, Andrews & Ivy to Bolin, Andrews & Ivy, 
Accountants and Auditors, Bank of Commerce 
Building, Memphis, Tennessee.
Leo L. Tauritz, C.P.A., announces the open­
ing o f an office fo r the general practice of 
accounting at 122 East 42nd Street, New York 
City, as o f May 2, 1933.
Louis I. Kane, C.P.A., announces the re­
moval o f his offices to Suite 1001, 19 West 
44th Street, New York City.
Benhard H. Frank, C.P.A., is now located 
at 122 East 42nd Street, New York City.
John A. Corben, C.P.A., announces the re­
moval o f his offices to 120 Broadway, New 
York City.
Announcement is made of the consolida­
tion of the accounting practice o f Meyer Bar­
ton, Louis H. Pilie and Darby Sere, the part­
nership to be known as Barton, Pilie & Sere, 
Certified Public Accountants, w ith offices at 
1312-13 Pere Marquette Building, New Or­
leans, Louisiana.
Rene J. LeGardeur, C.P.A., announces the 
formation of the partnership of R. J. Le­
Gardeur & Company, Certified Public Ac­
countants w ith offices at 803 Baronne Building, 
New Orleans, Louisiana. Frank Youngman, 
C.P.A., is associated w ith the firm.
The Philadelphia office of Peat, Marwick, 
Mitchell &  Co., is now located in the Franklin 
Trust Building, 1500 Chestnut Street, Phila­
delphia, Pa.
Robert Davidson & Co., are now located at 
1838 Dime Bank Building, Detroit, Michigan.
Lewis Gompers &  Company announce the 
removal o f their offices to 45 John Street, 
New York City.
Samuel Berson &  Company, Certified Public 
Accountants, are now located at 220 Fifth 
Avenue, New York City.
Charles Hecht & Company, Certified Pub­
lic Accountants, announce the removal o f their 
offices to the City Bank-Farmers Trust Build­
ing, 20 Exchange Place, New York City.
Iver R. Johnson and Earle D. Atwater, 
Certified Public Accountants, announce their 
association in  the practice of public accounting 
under the firm name o f Johnson, Atwater & 
Company, 221 N. LaSalle Street, Chicago, 
Illinois.
David D. Weiner, C.P.A., announces the 
removal o f  his office to 151 West 40th Street, 
New York City.
Julius E. F link & Co., Certified Public Ac­
countants, announce the removal o f their o f­
fices to Lefcourt Newark Building, Suite 
2805-2811, Newark, N . J.
Charles Lumbard, C.P.A., announces the re­
moval o f his office to 1400 California State 
Life Building, Sacramento, California.
Louis Summers, C.P.A., has removed his 
offices to 285 Madison Avenue, New York 
City.
Frankel & Frankel are now located at 262 
Main Street, corner of Market Street, Paterson, 
New Jersey.
S. O. Eliot and Justin Jacobs announce the 
consolidation o f their respective practices 
under the firm name Eliot & Jacobs, Certified 
Public Accountants, w ith offices at 1775 
Broadway, New York City.
Clarence R. Bitting, C.P.A., is now located 
on the 32nd Floor of 20 Exchange Place, 
New York City.
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W m . Reuben Lefferts & Co., Certified Pub­
lic Accountants, announce the removal of their 
office to 1622 Lincoln-Liberty Building, Broad 
and Chestnut Streets, Philadelphia, Pa.
Herskowitz & Herskowitz, Certified Public 
Accountants, 225 Broadway, New York City, 
announce that Herman S. Rosenbaum, form­
erly senior vice-president and part owner of 
the National Cloak and Suit Company, has 
become associated with the firm.
Since the death on March 4, 1933, of Over­
ton S. Meldrum, senior member of Meldrum 
& Meldrum, Certified Public Accountants, 
Louisville, Kentucky, the business is being 
continued under the firm name by the sur­
viving member, George F. Meldrum.
Humphrey Robinson & Company, of Louis­
ville, Kentucky, announce the withdrawal from 
the firm of Goldsborough Robinson. The 
business will be conducted in the future under 
the same name with the following partners: 
W . H. Hartman, C .P .A .; Robert Miller, 
C .P .A .; Stanley P. McGee, L. I. Boone, A. M. 
Kellerman, and M. B. McMullen, C.P.A.
STATE BOARD NEWS
PEN N SYLV A N IA  
Dr. Charles D. Koch, Deputy Superintend­
ent of Public Instruction in charge of examin­
ing boards for the State of Pennsylvania, re­
tired after twenty-five years of service with 
the department. He is succeeded by William  
N. Dennison.
TEXA S
The newly appointed State Board includes 
Chairman, Frank L. W ilcox, W aco ; Secretary, 
W . T. Chumney, San Antonio; Members, John 
J. Gannon, Houston; S. J. von Koenneritz, 
Austin; V. E. Buron, Texarkana. Chairman 
W ilcox drew the only reappointment.
W A SH IN G TO N  
The new Director of Licenses for the State 
of Washington, under whom the State Ac­
countancy Examining Committee functions, is 
Harry C. Huse. The present membership of 
the Examining Committee is: Chairman, E. C. 
Daniels, Spokane; Neil Sexton, Seattle; Paul 
R. Strout, Seattle.
Started in 1917 with 29 
1931-32, 2701
Certif ic a te 
OF  A C C O U N T A N T S
W e have examined the records 
relating to the enrollment of 
students at The Bentley School 
of Accounting and Finance in 
the years ended June 30, 1931, 
and 1932 and we certify that, 
in our opinion, the number of 
students who were enrolled at 
the school in those years, ex­
cluding duplications within 
each year, was 2,711 in the year 
ended June 3 0 , 1931, and 2,701 
in the year ended June 3 0 , 1932.
Ly b r a n d , R oss B r o s.
&  M o n tg o m er y
Boston, Mass., October 4 ,  1932
¶ The enrollment for 1 9 3 2 -3 3  
will be published after the 
close of the current year.
¶Only men are admitted.
¶ Catalog upon request.
The BENTLEY SCHOOL o f  
ACCOUNTING & FINANCE
A  sch oo l o f  d istinction
921 Boylston Street, Boston, Mass.
H. C. B e n t l e y ,  C. P. A., P resid en t
E n r o l lm e n t
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President Cole Honored
This year California is the home of the 
presidents o f the two national accounting or­
ganizations. John F. Forbes, president of the 
American Institute o f Accountants, lives in 
San Francisco, and Ralph W . E. Cole, president 
o f The American Society of Certified Public 
Accountants, lives in Los Angeles.
On May 19, a complimentary dinner was 
tendered, honoring them both, at the Student 
Union Building, University of Southern Cali­
fornia, by the Petroleum Accountants Society, 
the Los Angeles Chapter o f National Associa­
tion of Cost Accountants, the Los Angeles 
Chapter of California State Society of Certified 
Public Accountants, and Iota Chapter Beta 
Alpha Psi.
Reynold E. Blight, past president o f the Los 
Angeles Chapter of the California State So­
ciety of Certified Public Accountants, was 
toastmaster. The speakers of the evening were: 
Frank C. Touton, vice-president of the U n i­
versity o f Southern California; Reid L. Mc­
Clung, dean o f the College of Commerce; 
Orra E. Monette, vice-president of Bank of 
America; Thomas C. Ridgway, member of the 
Judicial Committee o f the American Bar As­
sociation ; and Messrs. Cole and Forbes.
The International
The American Society o f Certified Public 
Accountants is represented at the Fourth In ­
ternational Congress on Accounting, held in 
London this month, by Alexander S. Banks of 
New York; John Berg o f D istrict o f Colum­
bia; Joseph C. Myer o f New Jersey; Cole 
Trostler of New York; Arthur C. Upleger of 
Texas; and James F. Welch o f New Jersey.
Montana Decision
The law recently passed by the Montana 
Legislature, printed in  fu ll in  the June issue, 
contained a provision fo r issuing to certain 
State officials certificates as certified public ac­
countants without examination.
This provision in  the law was taken to the 
courts by the Montana Society of Certified 
Public Accountants on the ground o f uncon­
stitutionality in  that it was class legislation. 
District Judge A. J. Horsky, before whom the 
case was heard, decided that the provision was 
unconstitutional. The case w ill be taken to the 
State supreme court.
Triumph*
By A r t h u r  G u ite rm a n
Within a room as still as death 
The wan Directors held their breath;
Their hands were clenched, their heads were hung; 
When, wide the heavy doors were flung,
And, rushing in, the Certified 
And Registered Accountant cried,
“I ’ve figured high, I ’ve figured low,
On what you have and what you owe,
And find that, as this chart explains,
Your losses far exceed your gains !”
Then up those glad Directors sprang 
And loud their joyous paean rang,
“W e’re in the red! Hurray, H urray!
W e’ll have no Income T ax  to pay!”
* In  The Conning Tower, New Y ork H erald-T ribune.
Are You Going to Washington 
to Start the W heels of Your 
Industry?
Whether i t  be in connection w ith 
the Industria l Conference on Codes 
or the administration of the $3,- 
300,000.00 Public Works Program, 
The W illard is your logical head­
quarters—adjacent to
General Johnson’s Office 
Home Loan Bank Hdqtrs.
Farm Loan Board
Public Works Budget Hdqtrs.
New Commerce Building 
Office of Postmaster General Farley 
  White House Offices
The                   Railroad Administration
WILLARD HOTEL
“The R esidence o f P resid en ts”
14th and Pennsylvania Avenue 
Washington, D. C.
H . P. S o m e r v i l l e , M anaging D irector
CLA SSIFIED  ADVERTISEM ENT
C E R T IF IE D  P U B L IC  ACCOUNTANT —  American 
Institu te  of Accountants Examination, desires connection 
as comptroller, auditor, traveling auditor or sim ilar posi­
tion. Several years’ experience in  executive capacities 
including banking. Well versed in  cost accounting. Age 
35. Highest recommendations as to character and ability. 




A Manual on 
Audits, Systems, and Income Taxes
BY LEE M cG IN LEY, C.P.A.,
Chairman, M ich iga n  State B oard o f  Accountancy
Of great aid to professional accountants, auditors,
C. P. A. candidates, and accounting students.
A cyclopedia of accounting knowledge —  a super­
condensed compendium of facts, ideas, procedures, 
and information. Three sections correspond with 
the three phases of professional accounting work, 
as follow s:
A U D IT IN G . An outline of recommended standard 
auditing procedure, extending from the preparation 
of the work program to the rendering of the formal 
audit report. Gives due cognizance to recommenda­
tions of the American Institute of Accountants and The American Society of Certified 
Public Accountants, and presents many original ideas that are of interest and practical 
benefit to the accounting profession.
S Y S T E M A T IZ IN G .  A complete program of practice or education in accounting prin­
ciples. Presents a classification of accounts and ten special basic forms that may be 
adapted to any mercantile or manufacturing business regardless of size, and then applies 
them to actual businesses for illustrative purposes. Outlines a system for a manufacturing 
business that embodies a simplified method of ascertaining costs. Shows how the synoptic 
journal principle may be applied when practicable.
IN C O M E  T A X E S . A  complete list of items of taxable income, non-taxable income, 
allowable deductions, and unallowable deductions. Also information and reference material 
pertaining to methods of accounting, statutory basis for capital assets, earned income, net 
losses, stock rights transactions, etc., etc., as well as general provisions pertaining to the 
filing of returns, personal exemptions and credits, and computation of tax.
Public Accounting P rocedure  is indispensable to practitioners, staff members, and C. P. A. 
candidates; also an ideal foundation for lesson and lecture material.
PUBLIC ACCOUNTING PROCEDURE — SE M I-FL E X IB L E  COVER 
GOLD LETTERIN G 
Single copy price, postpaid, $2.50
THE GREGG PUBLISHING COMPANY
New York Chicago Boston San Francisco Toronto London Sydney
--------------------------------------------------------USE T H IS  COUPON ----- ---------------------------------------------------------
TH E GREGG P U B L IS H IN G  COMPANY,
2 7 0  M a d is o n  A v e n u e , N e w  Y o r k , N .  Y .
For the enclosed remittance of $2.50, please send me a copy of P U B L IC  ACCOUNTING 
PROCEDURE.
I t  is understood that the fu ll purchase price w ill be refunded, provided the book is returned 
in good condition w ith in  ten days from the date it  is received.
N am e---- - -------------------------------------------------- —  --------------------------------------------------------- ------------------- -------
P rofession al or B u sin ess Connection -----------------------------------------------------------------------------------------------------
Street A ddress-------------------------------------------------City-----------------------------------------------------State___________
C .P .A .-7-33
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aTypewriter 





A  mere touch of the “ return"  key 
causes the motor to return the car­
riage to the starting position, or to 
an intermediate point. Spacing to 




A  light depression o f the “shift” 
key (normally used to shift the 
platen m anually) causes the 
motor to shift the platen instantly 
and firmly to the upper position.
Here is a new electrically-controlled 
typewriter that marks a distinct advance 
in faster and easier typing. With this 
machine the motor does all the heavy 
work. The speedy hands of the skilled 
typist need never leave the keyboard.
Already hundreds of users have dis­
covered that this new de­
velopment results in greatly 
increased production and a 
far better grade of work.
L ik e  all Burroughs ma­
chines, this new product is 
guaranteed by Burroughs, 
and backed by the same
The keyooard is standard. . . . There is no new touch to learn
Burroughs service organization that for 
years has serviced electrically-operated 
Burroughs machines in offices through­
out the world.
Call the local Burroughs office for a dem­
onstration, or write to Burroughs Adding 
Machine Company, Detroit, Michigan.
B U R R O U G H S
T Y P E W R I T E R
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To those who 
plan to take 
the next C. P. A. examination
I N addition to its regular 
Coarse, the International 
Accountants Society, In c., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
fea tu res o f  the training a re:
100 problems in  Practical Accounting 
w ith  solutions and comments  
100 questions and answers in  Account­
ing  Law
100 questions and answers in  A uditing  
100 questions and answers in  Theory 
o f Accounts 
Elaborate explanations and comments 
th a t include, in  addition to  the finished 
statements o r solutions, such items as 
suggestions fo r “ Notes to  the Exam ine,”  
working sheets, side calculations, use of 
proper term inology, and discussions o f 
authoritative opinions.
 Problems and questions (1 ) actually 
Used in  a C. P. A . o r an A . I .  A . examina­
tion, or (2 )  specially prepared to  tra in  
the candidate in  handling certain points 
like ly  to  be encountered in  the examination, 
Personal correction, criticism , and grad­
ing of every ‘examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A . examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty o f the 
International  Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions. 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P.A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, “ How to Prepare fo r the C .P.A. Exam ination,’ ’ is available fo r those who are interested. F or a free copy, ju s t w rite  your name and address below and mail.
In t e r n a t io n a l  A c c o u n ta n ts  So c ie t y , Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illino is .
Send me the special booklet, "H ow  to  Prepare fo r the C. P . A . Examination,”  
which describes your special Coaching Course fo r Accountants.
Name. .Company_
Address.  
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" Y o u r clients are always your com petitor’s prospects. D o  you 
make the same e ffo rt to h o ld  them  that you d id  to get them ?”
The President’s Page
V acation t he T ime We Live
B y  R a l p h  W . E. C o l e ,  C .P.A .
RE LA X A T IO N  is important to professional men. To obtain it a separation  is necessary from usual conditions and surroundings. Hence, take a vaca­
tion and leave all business troubles and professional worries locked in the office.
G et yourself interested in something other than your vocation. Acquire in­
terest in some sports, develop some physical activities not customary, and pursue 
them wholeheartedly.
W h a t could be m ore zestful than the strenuous hike through the heat o f the 
day to that particular pool for the evening and the m orning tryout o f lure and 
fly, then the thrill o f the strike and the inspiration o f telling the tale on the 
belated arrival at the cheerful camp-fire blaze.
W h a t m ore appreciated rest than the dreamless slumber coming after the 
full day in the hay field ? H ard, physical labor is a good antidote for too extrem e  
office confinement. If you do not believe so, try it.
There is an exhilarating feeling about being useful, too. A  sense o f com ­
petency, of mastery in the doing o f simple manual work to which one is un­
accustomed.
M ost of us doubtless feel that our work is our life. It is congenial to us. 
W e  are fitted for such activity or we would be doing other things, but, is it 
really so ? H ow  many Americans hold in the secret places of their minds the 
thought that first we will succeed, and then w e will retire to enjoy a well-earned  
rest? Sounds almost like a quotation, it is so fam iliar!
This morning on the way downtown to the dear old grind a large sign 
obstructed our vision. It read, "Spring is here— N ow  is the time to plant.” 
T he idea, a nice newly-painted spring sign right in the middle o f summertime, 
m ade me think and look beyond to the clear blue sky and the bright sunshine 
around.
T he thoughts persist all morning and carry us to seashore and mountain, 
dashing wave and bracing breeze, deep shaded pools and remembrances o f boy­
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hood days. Then indeed we lived. Childhood days are free from  care, filled with  
the enthusiasm o f things to do and places to see.
T he first fifteen years o f life is the period o f greatest development, both 
physical and mental. Is it because during that age we really do live? If  so, why 
not reasonably apply those terms o f life to the adult, who from  his time of  
business preoccupation has had "no tim e” for any interest not relating or con­
tributing to "success?”
Is it not true that we look forw ard to a repetition o f childhood’s pleasures—  
another carefree period when we may again play ?
M ay we not learn another lesson from  our vacation? W h y  not, when we 
return from our various kinds o f summer relaxation, retain m ore leisure from  
our days of driven duties ? Employ that leisure for a continuous and permanent 
rest as an antidote to w earing care. Develop new interests and different thoughts 
— have time now for social enjoyment and friendly service.
Tim e is something that waits for none, and o f which all men have an equal 
portion. It corresponds to the colors and canvas of the artist, the rough marble 
o f the sculptor, and the lump o f w et clay in the hand o f the potter. W e  must 
make o f it something useful or useless. W e  may make o f it w hat we will.
Memory
B y  F r a n k  W i l b u r  M a i n ,  C .P.A .
Scientists tell us that the human brain consists o f  billions o f cells, each one 
being connected with every other one, the number o f telephonic communications 
— if such a term  could be used— being expressed by one with some fifteen mil­
lion ciphers written thereafter. Any attem pt to fully describe or explain the 
human brain is utterly futile— it is simply beyond human comprehension.
It is at once apparent that our greatest students, thinkers, inventors, scien­
tists, and philosophers have only in a most m eager way developed the outer 
fringes o f this marvelous organ. T he possibilities o f the development o f the 
human brain in the millions of years to come are likewise incomprehensible to 
us in our present stage o f intellectual development.
W ith  the passing o f years we have, however, learned something o f the 
characteristics o f the brain. It is, on the one hand, a storage reservoir, and, on 
the other, a thinking machine. Through education, observation, and the func­
tioning o f the senses much that is both useful and useless is stored therein. 
M emory is the librarian whom we call upon to bring out to us the data and 
inform ation stored therein. These storage facilities are used much m ore than  
the thinking functions. W h ile  the storage facilities are, generally speaking, used 
most inefficiently and ineffectively, they are used so much m ore than the think­
ing functions that there can really be no comparison o f use as between the 
two. It is only very occasionally that a thinker appears on the horizon. W e  all 
think that we think and that is pretty nearly all that there is to our thinking.
One o f the curious characteristics o f the brain or the mind is that it requires 
confidence in it on the part o f the possessor thereof in order to successfully
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function. T o  illustrate: a person who believes that he cannot do something, 
does not do it. A  person who is certain that he is going to fail is defeated before 
he starts. A  person who believes that he has a very poor memory and acts ac­
cordingly, has a poor memory. On the other hand, faith and confidence in his 
mental facilities enables the possessor o f such faith and confidence to accom ­
plish wonders.
T o  refer briefly to memory, many lines of work and much o f the activity of  
life require no particular or exceptional memory quality. N o man, however, 
can succeed in a profession unless he has an excellent memory. T h e professional 
man must have a very deep and profound know ledge; such knowledge, how­
ever, is valueless w ithout the ability to use the same. A  good memory is the 
ideal librarian with always the right data and inform ation automatically ready 
for professional use. A  head so full o f odds and ends as to be compared to a 
junk shop is o f very little real value. T he mental librarian who does not antic­
ipate the wants o f his mental m aster is a poor and inefficient type o f servant.
M emory may be developed in various ways. By sheer will power a list of  
irrelevant numbers may be learned. In all probability these numbers will not 
long be carefully filed and stored. Such memorizing is learning by rote. T he  
man possessing an exceptional memory rarely follow s this m ethod in acquiring 
the knowledge, data, or inform ation memorized.
Am ong other qualities the human brain possesses the function o f a photo­
graphic instrument. T here are certain incidents in the childhood o f each one of  
us that we remember most vividly. O ur brains photographed these events and 
we have never lost them  even though we have never tried to remember them. 
If we can photograph the events and happenings of the day’s w ork in our mind 
in any sort of logical way, w e will have little trouble in remembering them. T he  
professional accountant who is not able to remember even little incidents in 
connection with the work which he is perform ing will very frequently miss 
most im portant happenings that are taking place right under his nose.
An accountant with a poor memory will insist that he actually sees w hat he 
is doing just as much as the accountant with a good memory. W e  must, how­
ever, keep in mind that in order to have a good photograph two factors are  
necessary: first, there must be good light; second, there must be proper focusing. 
If, when an accountant is doing a piece o f work, his mind is on some function  
that he is going to attend that evening, or he is troubled about his affairs at 
home, or he is indignant at not being better appreciated by his employers, it is 
self-evident that his vision is being clouded and that he is viewing w hat is be­
fore him through a mental fog  or haze. T he light is not o f the type and character 
that will enable the mind to take a clear-cut picture. Likewise, if his educational 
background and experience have not been o f the right type and character, or if 
there has not been a well-thought-out work program  laid out before him, even 
though his mind may be free o f distraction, it is self-evident that there is not 
a proper focusing. Those o f you who are am ateur photographers realize full well 
that even though the light may be perfect, if the focusing is not right, the 
resultant picture may be either very grotesque or blurred.
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Directors, 1933-1934
FIR S T  D IS T R IC T — E d w in  L. P rid e , 40 Central Street, Boston, Massachusetts. 
SEC O N D  D IST R IC T — W i l l i a m  C. H e a t o n ,  207 Broad Street, Elizabeth, N ew  Jersey;
Si m o n  L o e b , 521 F ifth  Avenue, New York City.
T H IR D  D IS T R IC T — E d w a r d  P. M o x e y , J r ., M orris Building, Philadelphia, Pennsyl­
vania.
FOURTH DISTRICT— W alter  D. W a l l , 44 West Gay Street, Columbus, Ohio. 
F IFTH  DISTRICT— H oratio A. Roney , State Life Building, Indianapolis, Indiana. 
S IXTH  DISTRICT— Irvin  W . I m h o f , Washington Building, Louisville, Kentucky. 
SEVENTH DISTRICT— W il l ia m  J. Carter, 22 Marietta Street Building, Atlanta, 
Georgia.
E IG H T H  D IS T R IC T — H e r m a n  C. J . P e is c h , Baker Building, Minneapolis, Minnesota. 
N IN T H  D IS T R IC T — W i l l i a m  D . M o r r i s o n ,  First N ational Bank Building, Denver, 
Colorado.
T E N T H  D IS T R IC T — D a r b y  S e r e ,  Pere M arquette Building, N ew  Orleans, Louisiana. 
E L E V E N T H  D IS T R IC T — M e l v i n  D . W i l s o n ,  Title Insurance Building, Los Angeles, 
California.
T W E L F T H  D IS T R IC T — R a y .H . L e s h e r ,  Guaranty Building, Portland, Oregon.
Representatives
(E lectio n  determ ined since announcem ent in Ju ly  issue)
IDAHO—
Je rem ia h  W . Robinson, F ir s t  N ational B an k  Build ing, Boise.
IOWA—
Sidney G. W inter, College of Commerce, Iow a City.
NORTH DAKOTA—
Edw ard  W . B rad y, Clifford Build ing, Grand F o rk s.
PH ILIPPIN E ISLANDS—
W illiam  W. L ark in , M asonic Tem ple, M anila.
WYOMING—
C harles H. Reim erth , O. & S . Build ing, Casper.
The Annual Meeting
T HE outline o f the program for the Twelfth 
Annual Meeting o f The American Society 
should attract a large attendance to Milwaukee 
the week o f September 18th.
T he Secretary visited Milwaukee, Thursday, 
July 20 . A t luncheon time he met in the 
neighborhood of forty certified public account­
ants who gathered to discuss informally pro­
fessional problems and the Annual Meeting. 
The luncheon was presided over by H . A . 
Sinclair, President of the W isconsin Society 
of Certified Public Accountants. Jack Tanner 
drove over from  M adison to advise with the 
local committee in a meeting which was held  
following the luncheon.
T he General Committee of the W isconsin  
Society in charge of the meeting is: Carl E. 
Dietze, Chairm an; George Einbecker, Treas­
urer; Edward Benton, A rthur L. Birch, W il­
liam Charles, Andrew Peterson, and H . A. 
Sinclair.
It was an extremely hot day. The Elks were 
scheduled for their annual parade in the after­
noon, but sufficient time was taken by the 
local group to go over the plans, and from  
those already completed it is evident that as 
regards the question o f entertainment, for  
which, of course, the local group is entirely 
responsible, there will be no let-down along 
that line.
The Pfister Hotel will be headquarters. The  
meeting room gives promise of being the best 
which The Society has ever had— well venti­
lated and free from  noise, with the possibility 
of fitting the room to the size of the audience 
so that there should be no difficulty in hearing
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any speaker in the discussion.
Milwaukee recently entertained the Na­
tional Association of Credit Men, and the 
committee in  charge of The American Society 
arrangements is benefiting in  making its 
plans by that convention. I t  is probable that 
no advance announcements w ill be made re­
garding the Wednesday evening entertainment 
program. I t  is going to be something different, 
and everyone w ill be pleased.
It  w ill be noted that while one session w ill 
be given over to a round table on State Board 
Problems, State Board members present w ill 
lunch together the same day fo r the purpose 
of discussing more formally any particular 
points concerning which they may desire to 
exchange private views. In  the same way, one 
entire session w ill be given over to State So­
ciety Problems, and on that day officials of 
State Societies who are present w ill lunch to­
gether for any more formal discussion o f p ri­
vate questions which anyone may desire to 
raise.
Norval A. Hawkins, C.P.A., member 
Michigan State Board of Accountancy, former 
sales manager Ford Motor Company, and af­
terwards sales advisor to General Motors, w ill 
discuss "The Principles o f Salesmanship as 
Applied to the Accountancy Profession.”  Hon. 
Logan Morris, Chairman, United States Board 
of Tax Appeals, w ill be the guest speaker at 
the session devoted to a discussion o f Income 
Tax Problems. I t  is expected that Baldwin
B. Bane, head of the Securities Division, Fed­
eral Trade Commission, w ill be the guest 
speaker at the session given over to a discus­
sion of the Securities Act o f 1933.
A ll o f the meetings w ill be open to those
who are not members o f The American Society 
as well as to those who are, except, o f course, 
as any official action may be taken, when only 
members may participate.
The ladies are not forgotten in  the plans o f 
the Milwaukee Committee. I t  w ill be noted 
that it  is proposed to add to the usual go lf 
contest some other athletic stunts in which it  
is hoped there w ill be a considerable interest 
shown. That plan worked very satisfactorily 
at the Detroit Meeting. The Minnesota So­
ciety o f Certified Public Accountants’ four-man 
golf team has issued a challenge fo r match 
play to any and all State society similar teams. 
The only conditions attached thereto are that 
the members o f each team must be certified 
public accountants, members of the State So­
ciety and o f The American Society. Any State 
team intending to compete should notify Carl 
E. Dietze, Chairman, Milwaukee Committee, 
Security Building, Milwaukee, Wisconsin, at 
an early date in order that he may have a gen­
eral line as to the probable effect o f this chal­
lenge, and arrange fo r a suitable time and 
place.
The Secretary spent six hours on each of 
two evenings and dawns at The Century of 
Progress, Chicago, in  connection w ith  a recent 
trip. Having seen each of the fairs and expo­
sitions since the one in  1876, at Philadelphia, 
he recommends that the profession, just as far 
as possible, arrange its vacation period so as 
to spend from two to four days at Chicago, 
along w ith four days at Milwaukee, knowing 
fu ll well that the members thereof w ill return 
to their offices w ith renewed strength to meet 
the problems o f the coming year.
MILWAUKEE
H EN  you come to Milwaukee in  Sep­
tember to attend the annual convention 
o f The American Society of Certified Public 
Accountants, you w ill find a store o f pleasures 
awaiting you. First o f all, the program as 
arranged by the local committee under the 
chairmanship of Carl E. Dietze, is completely 
planned for your pleasure and entertainment; 
and, secondly, the city o f Milwaukee itself is
such a friendly and hospitable metropolis, 
that the combination w ill leave a pleasant im ­
pression upon your memory.
Milwaukee is very fortunate to have the 
largest body of fresh water form its eastern 
boundary. Its harbor is one of the largest 6n 
the Great Lakes, and it  is the deepest and 
most beautiful. Besides Lake Michigan, M il­
waukee has three navigable rivers winding
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through the city, slashing into the heart of 
the downtown district and converging into 
the lake.
These rivers and the lake were found to be 
important means o f transportation by the 
pioneer settlers who, through this aid, have 
built up a city that is unequalled fo r its size. 
I t  is now the twelfth most populous city in 
the United States. Today, also, this water 
transportation is highly efficient and well de­
veloped fo r the progress o f commerce and 
industry.
But aside from the practical use of these 
important water trails, there is a gay, open 
freshness accompanying them, and this is 
transferred to the many neighborhoods, busi­
ness and industrial, through which they wind.
Here, too, are restaurants and cafes for 
which Milwaukee has long been famous, not 
only for the foaming beer which the proprietor 
served, but for the excellence o f the food, and 
charming hospitality o f the host. There are 
quaint eating houses, distinctly atmospheric, 
fo r those who enjoy true old-time dishes, and 
new, and modern cafes alive w ith the New 
W orld  charm, for those who prefer the gayety 
o f the surroundings.
Theaters offer the finest productions of
Broadway, of Hollywood, and of the spoken 
drama. Musical treats are always in store for 
the patrons of the arts in  the form of a season 
o f grand opera, symphony concerts, and visit­
ing instrumentalists and soloists.
Another feature o f interest to visitors who 
come to Milwaukee is the lake-shore drive. 
The Lincoln Memorial Bridge begins at Juneau 
Park in  downtown Milwaukee and continues 
to Lake Park, over six miles o f beauty— past 
beaches, clubs, scenic woodlands, and ravines.
Milwaukee leads American cities in the d i­
versification o f its industries. Every visitor 
w ill find something o f interest in  the vast and 
varied products bearing the "Made in M il­
waukee”  stamp.
Milwaukee was created on rich, Mid-West­
ern lowlands, developed as a trading post 
w ith the. Indians by early American settlers. 
This pioneering spirit which helped to make 
Milwaukee a success in  the early days is still 
evident here. Milwaukee is alert to the new 
and modern, and constantly changes to keep 
up w ith this age o f competition and ultra­
modernity.
Milwaukee is ready for you, and is waiting 
anxiously to entertain you.
W aterfront V iew  o f Milwaukee
TW E LFTH  A N N U A L  M EETING
The American Society of Certified Public Accountants 
MILWAUKEE, WISCONSIN :: SEPTEMBER, 18-21, 1933
OUTLINE OF PROGRAM  
M O N D A Y — M o r n in g — Registration: Hotel Pfister 
A f t e r n o o n —Golf and Athletic Stunts 
Ev e n in g — Entertainment
1932-33 Board of Directors
TUESDAY— M o r n in g — Convention of Representatives
(Outgoing and incoming)
Chairman, G e o r g e  P. E l l is ,
First Vice-President




Principles of Salesmanship as Applied 
to the Accountancy Profession 
D i n n e r — 1933-34 Board of Directors 
Ev e n in g — Entertainment
W EDNESDAY— M o r n in g — Round Table: State Board Problems
Chairman, C h e s l e y  S. G o l d s t o n , 
Secretary, Virginia State
Board of Accountancy 
L u n c h e o n — State Board Members 
A f t e r n o o n — Round Table: Federal Securities Act 
D in n e r — 1933-34 Board of Directors 
Ev e n in g — Entertainment
THURSDAY— M o r n in g — Round Table: Income Tax Problems 
L u n c h e o n — State Society Officials 
A f t e r n o o n — Round Table: State Society Problems 
Chairman, R o b e r t  E. P a y n e ,
President, Illinois Society of
Certified Public Accountants 
D in n e r — Annual Banquet
Special Programs for Ladies Each Day
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Valuation in Bankruptcy
By L. L. B riggs , Associate Professor o f Economics, University o f Vermont
A PETITIO N  in bankruptcy may be volun­
tary or involuntary so far as the debtor is 
concerned, but insolvency must be admitted or 
proved as at the time of the alleged act o f bank­
ruptcy before the court w ill give serious con­
sideration to the petition. Under the National 
Bankruptcy Act a person is insolvent when­
ever the aggregate of his property, exclusive 
o f any property which he may have fraudu­
lently transferred, concealed, or removed, shall 
not at a fair valuation be sufficient to pay his 
debts. Where the petition is voluntary the 
debtor admits his insolvency (In  re Pyatt 
(1918) 257 Fed. 362), but where the peti­
tion is involuntary the debtor may claim that 
he was solvent and seek to have the petition 
dismissed. Under these circumstances it  is 
necessary for the court to make a valuation of 
the debtor’s assets in order to determine 
whether or not he was insolvent at the time of 
the alleged act. The methods employed by 
the courts in these valuations is the subject of 
this article.
The motive of a creditor in  filing an invol­
untary petition in bankruptcy is immaterial 
(Bankr, Act, sec. 59b, c, 11 U. S. C. A. sec. 
95 (b )  ; In  re Pickering Lumber Company 
(1932) 1 F. Supp. 82). The alleged bank­
rupt must prove his solvency at the time of 
the act o f bankruptcy or the creditor must 
prove his insolvency at that time. Circum­
stances determine upon whom the burden o f 
proof rests. I f  the debtor does not omit or 
conceal assets and freely submits himself and 
his books to examination, he does not have 
the obligation o f proving his solvency (Bankr. 
Act, sec. 3d, 11 U. S. C. A. sec 21 (d )  ; In  re 
Ross and O ’Brien Iron Works (1932) 58 F. 
(2d) 961) but i f  he fails to produce adequate 
books o f account or to account for missing 
data showing his financial condition at the 
time in question, the burden o f proof falls 
upon his shoulders (In  re Cayne Construction 
Company (1932) 58 F. (2d) 664). In  most 
cases the debtor makes an honest attempt to  
comply w ith the statutory requirements, so 
the petitioning creditor must prove the deb­
tor’s insolvency (Bankr. Act, sec. 3d, 11 U. S.
C. A. sec. 21 (d )  ; in re Ross and O ’Brien
Iron Works (1932) 58 F (2d) 961) or the 
petition w ill be dismissed (International Shoe 
Company v. Smith-Cole (1933) 62 F. (2d) 
972).
In  the valuation of fixed assets expert 
opinion evidence often has been admitted by 
the courts, but the reports give very little  
about the qualifications o f these witnesses for 
their task. In  In  re Kassel (1912) 195 Fed. 
492, the witness "dealt extensively in real 
estate.”  According to the court in  In  re Doug­
lass Coal and Coke Company (1904) 131 
Fed. 769, the witness was "engaged in a simi­
lar line o f business . . . and acquainted with 
the values of mining properties.”  In  In  re 
Gilmore (1915) 5 Alaska 293, the court said 
that the expert witness was a "broker in  the 
real estate business . . . and a man o f in ­
telligence and experience in the matter of 
valuing property.”  In  one decision, In  re El­
mira Steel Company (1901) 109 Fed. 456, 
the court preferred the testimony of a prior 
owner-manager to that o f a present general 
manager and a person generally familiar w ith 
the business. In  Matter o f Portland Cement 
Company (1906) 17 Am. Bankr. Rep. 375, 
the only reported qualification o f the witness 
was that he was "a township supervisor.”
Where the estimates o f witnesses vary as to 
the value of fixed assets, it  is difficult to de­
termine what basis o f valuation has been used 
by the court. Some judges apparently tend to 
take an average. In  In  re Nassau (1905) 14 
Am. Bankr. Rep. 828, 15 Am. Bankr. Rep. 
793, one witness estimated the value o f vacant 
lots to be $2,500, while another valued them 
at $6,000 i f  subdivided into small units. The 
average was $4,250. The court valued the 
property at $4,000. In  Morrison v. Tieman
(1917) 249 Fed. 97, the estimates o f the w it­
nesses ranged from $41,000 to $130,000, w ith 
an average o f $85,000. The debts amounted 
to $90,000. The court held that the debtor 
was insolvent. In  Hamilton v. Menominee 
Falls Quarry Company (1900) 106 Wis. 352, 
a stone quarry cost $109,000. Valuations of 
expert witnesses ranged from $50,000 to 
$250,000. The court took $150,000 as the 
fa ir and reasonable value of the asset.
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In  a few decisions the cost o f fixed assets 
has been accepted as the value. In  In  re Hines
(1906) 144 Fed. 142, witnesses estimated the 
value o f the property to be from $3,000 to 
$4,500. The court accepted $3,300 which was 
the cost. In  Davenport v. Lines (1899) 72 
Conn. 118, both real estate and improvements 
were taken at cost. In  Mueller v. Monongahela 
Fire Clay Company (1898) 183 Pa. 450, im ­
proved real estate was valued at the cost price 
by the court.
Several decisions are to the effect that fixed 
assets should be valued at cost less deprecia­
tion (Coleman v. Tepel (1912) 197 Fed. 
241; In  re Klein (1912) 197 Fed. 241; In  
re Nassau (1905) 14 Am. Bankr. Rep. 828, 
15 Am. Bankr. Rep. 793; In  re Rogers M illing  
Company (1900) 102 Fed. 687).
Many courts have disregarded cost entirely 
in the valuation of fixed assets in  determining 
solvency in involuntary bankruptcy cases 
(Chicago Motor Vehicle Company v. Ameri­
can Oak Leather Company (1905) 141 Fed. 
520; In  re Mayo Contracting Company
(1907) 157 Fed. 469). According to the 
facts o f In  re Brown Commercial Car Com­
pany (1915) 227 Fed. 387, there was a boom 
in  a city to foster manufacturing. Under the 
impetus o f this boom an automobile factory 
was erected at a cost o f $50,000. Some time 
later the backing for the enterprise collapsed. 
Experts estimated the value o f the plant to be 
from $12,500 to $90,000. The court affirmed 
a valuation of $35,000, apparently being in ­
fluenced by the withdrawal o f support.
Capitalized earnings as a basis for the valua­
tion of fixed assets have been favored by some 
courts (Empire State Trust v. Fisher (1904) 
67 N . J. Eq. 88; In  re Foley (1905) 140 Fed. 
300). In  Doyle Dry Goods Company v. Lewis 
(1925) 5 F. (2d) 918, the court said:
" I t  is very evident that the principal w it­
ness for the trustee estimated its value in 
some cases much too low. For example, he 
placed a value on a store building and two 
lots that were, and fo r many years had been, 
in May, 1921, renting fo r $30 a month, at 
$1,000. The rent from that property was 
6% on $6,000.”
The court valued this property at $6,000 but 
gave no reason whatever for selecting six per 
cent as the rate o f capitalization.
Other courts have refused to adopt the cap­
italization method o f valuation (In  re Cleve­
land Discount Company (1924) 9 F. (2d) 
97; Coleman v. Tepel (1912) 197 Fed. 241). 
In  Jump v. Bernier (1915) 221 Mass. 241, the 
court made this statement:
".  . it would be impossible to esti­
mate the annual rental value o f the two 
rent-producing parcels, but no data exist 
upon which an opinion can rest of the 
market or rental value of the th ird parcel. 
Even i f  it  were possible to determine the 
rental value of these properties, the fa ir or 
market value remains an unanswered specu­
lative question.”
These decisions seem to imply that although 
there may be a correlation between earnings 
and market value in the long run, at any one 
time many factors other than earnings affect 
the selling value of real estate.
In  the valuation o f fixed assets some courts 
have adopted the figures stated upon the tax 
rolls (M ille r v. Southern Land Company 
(18 98 ) 53 S. C. 281; Ellis v. State (1909) 
138 Wis. 513). In  many other decisions tax 
assessments have influenced the courts in 
making valuations, but i t  is not clear how 
much weight has been attached to such as­
sessments (In  re Foley (1905) 140 Fed. 300; 
H uttig  Manufacturing Company v. Edwards 
(1908) 160 Fed. 619; In  re Kassel (1912) 
195 Fed. 492; Abdo v. Townshend (1922) 
282 Fed. 476). In  In  re Nassau (1905) 15 
Am. Bankr. Rep. 793, the court said that an 
assessment o f $9,500:
"made at a time when, w ith the object of 
securing increased revenue to the city, the 
values of property were taken, or intended 
to be taken, at their fu ll selling price, is 
material.”
The court affirmed a valuation of $15,000. 
In  Farmers’ State Bank v. Freeman (1918) 
249 Fed. 579, the court accepted an architect’s 
valuation which was based upon the actual 
value and cost of reproduction of buildings.
In  Doyle Dry Goods v. Lewis (1925) 5 F. 
(2d) 918, witnesses testified that land was 
worth from $40 to $60 an acre. The court ac­
cepted a valuation o f $60 because there had 
been a bona fide offer o f $60 which the owner 
rejected.
Now let us pass to current assets. The de­
cisions involving valuation fo r the determina­
tion of insolvency make little  or no distinction 
between accounts receivable and notes receiv­
able, but treat them as claims on the part o f
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the debtor against others. The judges have 
very little  to say about disputed claims, in  fact, 
some o f them apparently avoid passing upon 
a seriously disputed claim. However, most 
agree w ith the court in  Coyle v. M cNeill 
(1922) 284 Fed. 298, that:
"The fa ir value o f a claim known to be 
subject to doubtful and extended litigation 
. . .  is less than its face.”
I f  the claims are likely to be uncollectible, 
some courts have held that no value should be 
given to them (First National Bank v. W yo­
m ing Valley Ice Company (1905) 136 Fed. 
466; Houghton W ool Company v. Morris
(1918) 249 Fed. 434; In  re Cooper (1926)
12 F. (2d) 485) while others have attached 
heavily discounted values to such claims (Mat­
ter of International Mercantile Agency (1905)
13 Am. Bankr. Rep. 725; Coyle v. McNeil 
(1922) 284 Fed. 298).
The alleged bankrupt’s claims against others 
may be undisputed but their collection may be 
doubtful. In  regard to this type o f asset, the 
court in In  re Cooper (1926) 12 F. (2d) 485 
said:
" .  . . the test seems to be whether the claim 
is one that can be rendered available fo r the 
payment of debts w ithin a reasonable time.”  
There are numerous decisions to the same 
effect (Arnold v. Knapp (1915) 75 W . Va. 
804; In  re Kobre (1915) 224 Fed. 106; In  re 
Jones Company (1920) 268 Fed. 818). The 
resources of the person owing the debt may be 
investigated (Daniels v. Gregg (1925) 9 F. 
(2d) 43). Witnesses have been called upon 
to  estimate the collectible part o f the claim 
on the basis o f their experience in similar 
lines of business (Plymouth Cordage Com­
pany v. Smith (1907) 18 Okla. 249) or on 
the basis o f their knowledge o f the particular 
business involved in the case (Galveston v. 
Frenkel (1907) 103 S. W . 224; Lackawanna 
v. La Porte (1914) 211 Fed. 218; Rosenberg 
v. Semple (1919) 257 Fed. 72). Both kinds 
o f evidence were offered in  Doyle-Kidd Dry 
Goods Company v. Sadler (1913) 206 Fed. 
813.
In  a decision involving the accounts of a 
declining business (Spencer v. Nekemoto 
(1910) 24 Am. Bankr. Rep. 517), the court 
made this statement:
"Although it is hard to appraise his book 
accounts, which must be considered in rela­
tion to a going concern, yet i t  must be very
evident that w ith the business on the de­
cline, as his was in May— his creditors re­
fusing further credit— that the book ac­
counts would not be worth as much as i f  
the business were in  a prosperous condi­
tion.”
Since inventories usually are the most im ­
portant asset in  small bankruptcies, the basis 
for valuing them is especially significant. Some 
courts have taken the basis o f cost w ith a de­
duction for depreciation (Bogen and Trum­
mell v. Potter (1904) 129 Fed. 453; In  re 
Electron Chemical (1913) 208 Fed. 579), 
while others have allowed no deduction for 
depreciation (Des Moines Savings Bank v. 
Morgan Jewelry Company (1904) 123 Iowa 
432; In  re McMurtrey and Smith (1905) 142 
Fed. 852; Blyth and Fargo v. Kastor (1908)
17 Wyo. 180; Farmers’ State Bank v. Freeman
(1918) 249 Fed. 579; In  re Weissman 
(1927) 19 F. (2d) 769).
The courts are careful to examine the values 
given to inventories on the books of the debtor 
on account o f the possibility o f inflation. Book 
values and balance-sheet values generally are 
given weight when they tend to show that the 
debtor was insolvent (Rosenberg v. Semple
(1919) 257 Fed. 72; Eaton v. Standard O il 
Company of New York (1924) 100 Conn. 
443), and are disregarded when they indicate 
that he was solvent at the time of the alleged 
act o f bankruptcy (Russell v. Hardware
(1908) 62 A tl. 424; Brown v. Streicher 
(1910) 177 Fed. 473; In  re Iron Clad Manu­
facturing Company (1912) 197 Fed. 280; 
M cG ill v. Commercial Credit Company 
(1917) 243 Fed. 637). However, book values 
favoring the bankrupt were given weight by 
the court in  In  re Doscher (1902) 9 Am. 
Bankr. Rep. 547.
A  few courts have ruled that when the cur­
rent selling price o f inventories is lower than 
cost, the selling price should be taken. Ac­
cording to the court in  Arnold v. Knapp 
(1915) 75 W . Va. 804:
" .  . . solvency does not depend on whether 
the assets i f  sold at cost price would pay 
the debts. . ." 
but rather on
" .  . . present market value, and the value 
which the debtor might realize thereon i f  
permitted to continue in business.”
In  Doyle v. Sadler-Lusk (1913) 206 Fed. 
813, the court disregarded invoice prices be­
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cause the best offer obtained for the goods 
was much lower. I t  would seem that the 
weight attached to actual cost by the courts is 
due to lack o f better evidence of market values 
and selling prices.
According to the facts of In  re Block 
(1901) 109 Fed. 790, an alleged bankrupt 
wholesaler had ordered Christmas goods in 
June to be delivered the fo llow ing December. 
No payment had been made. The question 
before the court was the status of the pros­
pective profits. The judge said:
" I t  seems manifest that prospective profits 
upon goods ordered, but not paid for, and 
not delivered, which may arise upon orders 
to be filled during the succeeding six 
months, i f  not canceled, and i f  paid for, 
were not property o f the firm on June 21st.” 
In  short, the court refused to inflate inven­
tories in order to show an expected but un­
realized, profit.
There are very few reported decisions on 
the valuation o f securities to determine solv­
ency in involuntary bankruptcy. I f  the securi­
ties have a definite market value on the valua­
tion date this often is accepted by the court 
as the fa ir value o f the asset. In  In  re Wilson 
(1917) 252 Fed. 631, a case involving the 
valuation o f securities when the Stock Ex­
change was closed, the court took the first price 
obtained after the reopening.
Some courts have refused to accept market 
prices when valuing securities. In  valuing 
mortgages, the court made the follow ing state­
ment in In  re Kobre (1915) 224 Fed. 106: 
" I t  does not seem to be disputed that the 
properties are worth, or w ill reasonably be 
worth, i f  the building operations are carried 
through, the amounts o f the liens upon each 
parcel. Again a fa ir valuation of such se­
curities would seem to be what can be re­
alized therefrom from the standpoint o f a 
solvent or going bank, and not the so-called 
market value, which could be obtained by 
treating them as quick assets, like com­
mercial bonds or certificates o f stock. But 
some losses and unusual expenses are prob­
able and must be deducted in  fixing market 
values.”
In  re Cleveland Discount Company (1924)
9 F. (2d) 97, is a decision involving an in ­
voluntary petition against a house dealing in 
real estate bonds. A  large part o f the assets 
o f the company consisted o f collateral trust
bonds in its treasury which in  turn were se­
cured by mortgage bonds on real estate. The 
market for trust bonds was sluggish and the 
market value of the securities was still under 
par. The court, however, valued them at par 
and gave as reasons that the interest on the 
mortgage had been paid promptly and that the 
land subject to mortgage was ample security.
Most courts find goodwill to be non-exist­
ent in  business concerns on the verge o f col­
lapse, so the opinions give very little  about 
the basis of valuation. In  F ifth  National Bank 
v. Lyttle (1918) 250 Fed. 361, the court 
found that a paint dealer who lost $71,000 
in one year and was unable to obtain credit 
from conservative companies had no goodwill. 
According to the court in Evans v. National 
Broadway Bank (1905) 96 N . Y. Supp. 789: 
"But what a business might be is not an 
element that we may consider in estimating 
the value of goodwill. Goodwill is some­
thing that has been created; not something 
which must be brought into existence.”
In  Matter of International Mercantile 
Agency (1905) 13 Am. Bankr. Rep. 725, the 
court held that the amount o f money spent to 
build up a business is not necessarily the value 
of its goodwill.
Several dicta and at least one decision (Mat­
ter o f International Mercantile Agency 
(1905) 13 Am. Bankr. Rep. 725) agree that 
where goodwill exists it  should be included 
among the alleged bankrupt’s assets. Good­
w ill apparently was assumed to be an asset but 
its value was found to be negligible in F ifth  
National Bank v. Lyttle (1918) 250 Fed. 361. 
There are several similar decisions (In  re 
Rome Planing M ill Company (1900) 99 Fed. 
937; Evans v. National Broadway Bank 
(1905) 96 N. Y. Supp. 789; Goodlander v. 
Atwood (1907) 152 Fed. 978). In  In  re 
Lange (1899) 97 Fed. 197, the court men­
tions goodwill among the assets of the debtor. 
The court speaks of "alleged goodwill”  in  In  
re Doscher (1902) 9 Am. Bankr. Rep. 547.
In McElvain v. Hardesty (1909) 169 Fed. 
31, the court avoided deciding whether good­
w ill is property which can be transferred 
preferentially.
There are some decisions involving the 
valuation o f patents, but they contain little  
about the valuation bases used by the courts 
(Newsome Valve Company v. Crown T ire 
and Rubber Company (1922) 279 Fed. 579).
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In  Chicago Motor Vehicle Company v. Ameri­
can Oak Leather Company (1905) 141 Fed. 
520, large expenditures were needed to de­
velop patents. The court said:
"For valuation o f the patents, the testi­
mony offers little  aid, and from the nature 
o f the property right, i t  is difficult, i f  not 
impossible, to fix any market value upon the 
patent rights mentioned. I f  credible testi­
mony appears which tends to show the 
validity, utility, and intrinsic value o f either, 
i t  is not referred to in the briefs. The testi­
mony on the part o f the appellant o f pur­
ported offers made fo r certain o f their 
patents was rightly disregarded by the ref­
eree, fo r the sufficient reason, i f  otherwise 
entitled to consideration, that neither bona 
fide intention to purchase nor ability to 
consummate was apparent; and the valua­
tions stated by the witnesses for the ap­
pellant were neither well-founded nor credi­
ble.”
The court affirmed the allowance made by 
the referee, but what the amount was and how 
it  was arrived at are not stated in  the report 
o f the case.
In  In  re Foley (1905) 140 Fed. 300, the 
bankrupt’s debts were $11,000, and a liquor 
license was virtually his only asset. The court
found him hopelessly insolvent, and said:
" In  one breath he values his license at 
$10,000 and in  the very next breath he 
says that during eighteen months prior to 
December, 1903, he made a profit from his 
business o f only $100.”
One expert witness gave $2,000 as the value 
of the license while another valued it  at less 
than $5,000. The court stated that it  had no 
value.
I t  is quite evident from the foregoing dis­
cussion that the courts have not laid down any 
clear-cut principles o f asset valuation fo r the 
determination of solvency in  involuntary bank­
ruptcy. The reasons are not difficult to find. 
The concern which creditors are attempting 
to force into bankruptcy is at some stage be­
tween that o f a prosperous going enterprise 
and a defunct business. The position o f the 
alleged bankrupt between these points does 
and should influence the court in valuing his 
assets. Yet, it  is rare, indeed, that two concerns 
w ill be in the same relative position. Further­
more, the circumstances surrounding a particu­
lar case are never identical w ith  those sur­
rounding other cases. Consequently, I  doubt 
that the courts w ill ever be able to develop a 
usable set formula for valuing assets to deter­
mine the solvency of alleged involuntary bank­
rupts. Each case is an individual problem.
Accountants and the New Social Order
By M a r q u is  E. E a to n ,  C.P.A., Tulsa, Oklahoma
C O N STANT change, confusion and uncer­
tainty may not make this an entirely sat­
isfactory economic period, but it  can hardly 
be termed an uninteresting one. We are never 
bored when hungry.
Emerging from a period in which changes 
took place so slowly that any man could ex­
pect to find conditions during his lifetime to 
b e substantially those which prevailed during 
that o f his father, we now come to an era that 
contains many new conditions for which busi­
ness has no precedent and upon the successful 
control o f which may depend the happiness, 
comfort, and security of future generations. 
"This is, perhaps, our opportunity for making 
contribution to the advancement o f posterity. 
Past generations have made their contributions 
an the subjugation o f new territories and, to
some extent, o f nature. Our contribution may 
conceivably be the subjugation o f economic 
forces which have been unloosed by our in ­
dustrial development.
As we search fo r the solution to our new 
problems we cast about fo r new tools and for 
new ways in which to use those implements 
already familiar to us. The old, familiar de­
vices feel more comfortable in our hands, and 
the recommendation o f their use in any emer­
gency has the very practical advantage o f prob­
ably meeting w ith more ready acceptance than 
would be accorded to an unfamiliar thing. 
This paper contains a suggestion bearing upon 
the broader use o f an implement which has 
been available fo r some time but which ap­
parently has not been utilized to the extent 
justified by the circumstances.
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I t  is desirable that we review at first the 
particular conditions which seem to indicate 
the direction in  which our device may be used. 
We have lived, and do now, under a system 
based upon the sanctity o f private property. 
Most o f us are committed, by earnest convic­
tion, to the soundness of that system. The 
system has grown and developed under con­
ditions where each man had, in addition to 
title, the actual possession and management 
o f his property. This applied to business 
property as well as to holdings of a more 
personal nature. I f  funds were invested in  
business assets they were represented by land, 
buildings, machinery, or materials in  the ac­
tual possession o f the owner and under his 
management. A t the most his authority was 
diluted only to the extent necessitated by a 
partnership arrangement. Laws were enacted 
by legislatures and extended by courts to create 
a social order under which private property 
might be held, used, and enjoyed. W ith  minor 
exceptions each man’s property was secured 
to him in  such a manner as to be satisfactory 
both to himself and to society as a whole. 
Under that system we have prospered, w ith 
periodic and only partial setbacks. Each man 
has fe lt a sense o f personal security based 
upon his own circumstances, not the least im ­
portant o f which was his reliance upon the 
property owned by him. This sense o f secur­
ity was known to be well founded and was 
the buffer which helped absorb the psychologi­
cal blows of recurring economic depressions.
Witness now the change. The country con­
tinued to prosper. Industrial processes became 
specialized. Mass production made its appear­
ance. Business units grew in size, scope, and 
complexity. The need was fe lt fo r focusing 
the savings of many persons upon a single 
large enterprise and the corporation came into 
existence. Savings o f the population were 
diverted to the securities o f corporations. 
Mergers and consolidations took place and 
the corporations grew ever larger. The theo­
retical power of management vested in  the 
stockholder by law disappeared under the prac­
tical necessity fo r continuity of policy and the 
actual immobility o f large numbers o f stock­
holders. "Property”  to a remarkable extent 
became "securities”  issued by corporations, 
and management by owners began to decline. 
To what extent this trend has been carried we 
may well inquire.
A  scholarly survey of the situation* reveals 
that the 200 largest non-banking corporations 
o f the country control one-half the total assets 
o f all non-banking corporations. Three hun­
dred thousand smaller corporations control the 
other half. The 200 largest non-banking cor­
porations control one-fifth of our national 
wealth. Thus forty per cent of our national 
wealth is under control o f non-banking cor­
porations. Truly "property”  is coming to 
mean corporate securities.
Since the securities of corporations have be­
come the outward manifestation of private 
property to such an important extent, i t  is 
worth while to inquire what has become of 
the privilege o f management, a right which 
formerly resided in the owners of property. 
From the standpoint o f wealth the 200 largest 
non-banking corporations are found to be con­
trolled as follows:
Management ................. ..58%
Legal D ev ice ................. ..22
M in o r ity ......................... ..14
M a jo r ity ......................... ..2
Private ow nersh ip........ ..4
Total ......................... 100%
Owners, that is majority owners, are found 
to control their own property only in so far 
as 6% o f the total assets of these 200 cor­
porations are concerned. That the 300,000 
smaller corporations probably represent a 
larger percentage o f ownership control is a 
matter o f passing interest, and dilutes but does 
not alter the conclusion that an important part 
o f our national wealth is beyond the practical 
control o f its owners. The number of persons 
affected is indicated by the fact that there are 
estimated to be 24,000,000 stockholders in 
the United States. A llow ing fo r some dupli­
cation resulting from holdings by a single 
person in  more than one corporation it  still 
must be conceded that a large percentage of 
our population is directly involved.
The broad social significance of this condi­
tion has been brought out by a comparison be­
tween our system and that existing under 
facism and communism. In  each o f the three 
systems the same status obtains, i.e., o f abso­
lute authority residing in management.
The difference lies in  the fact that in Italy 
and Russia this authority is inherent in  the
* “ The Modern Corporation and Private Prop­
erty”— Berle and Means.
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political system while in  the United States 
the arrangement is one o f private contract.
We find, then, that management has been 
divorced from the ownership o f private prop­
erty to an extent sufficient to have influence 
upon our whole social order. This situation 
has been superimposed upon our old body o f 
law which was designed to protect the owner 
o f property in  a simpler and more direct age. 
The old sense of security fe lt by the property 
owner must now be supplanted by such com­
fo rt as may be derived from a ticker tape. 
The antics o f the stock markets resulting in 
the disappearance of values and consequently 
o f savings, followed first by bewilderment and 
then by paralyzing fear for personal security 
have been recognized as one o f the causes of 
our present depression and have given rise to 
the query on every hand of what can be done 
to correct the abuses which have become evi­
dent.
That abuses o f the power o f management 
have existed is only too clearly shown by the 
Ivar Kreuger and Samuel Insull affairs. Other 
abuses which have not received the broad pub­
licity accorded to the two cases just mentioned 
have undoubtedly been equally destructive, 
abuses o f inside information used against the 
interests o f stockholders, abuses o f bad judg­
ment and clever manipulation, o f stock market 
rigging, o f concealed failures, and many others 
too numerous to mention.
In  most instances where the prerogatives of 
management have been abused, it  is found 
that information concerning financial condi­
tion and operations has been suppressed or 
misstated. Some corporations, it  should be 
said, have gone the fu ll length of subjecting 
their records to periodical scrutiny by disin­
terested public accountants and making fu ll 
reports to stockholders. Such corporations 
have been singularly free from the various 
types o f abuse commonly disclosed in others. 
On the other hand, disclosures of the com­
moner varieties o f mismanagement reveal the 
fact that records have either not been audited 
at all or that the scope o f the auditor’s exami­
nation has been so circumscribed as to render 
his work ineffective.
In  an instance o f the first sort, it  now comes 
to ligh t that one o f the world ’s largest in ­
dustries, financed in all o f the important 
money markets on the globe, had never been 
subjected to any sort o f adequate scrutiny. A
single man o f g lib  tongue and impressive 
manner, found it  possible to lead some of the 
most astute business people o f the world into 
what now appear as ridiculous transactions, 
involving many millions o f dollars, without 
any effort being made by them to substantiate 
his representations. The true state of his af­
fairs finally came to ligh t only when auditors 
were engaged to examine a relatively unim­
portant unit which he had offered for sale.
Another important failure now reveals that 
only subsidiary companies were audited while 
holding corporations, in  which all o f the 
manipulation took place, were withheld from 
the auditor’s examination.
Many instances, less spectacular than the 
two mentioned, have become known where it 
was found that secret reserves were built up, 
that losses were concealed, that information 
which should have been available to all stock­
holders was withheld from them and utilized 
exclusively by directors for their personal gain, 
and that policies, inimical in many ways to the 
interests o f the actual owners, were pursued.
I t  goes without saying that many corpora­
tions have been conducted in a thoroughly 
frank and upright manner. Consider, however, 
the temptation to human nature which is placed 
upon even a conscientious official. Property, 
perhaps o f great value, is placed in his hands. 
The only standard by which he is judged is 
that of success. Conditions over which he may 
or may not have control enter into the situa­
ation. Among the many divergent opinions 
concerning the proper way in  which to express 
the various economic elements affecting the 
business of the corporation, he finds a reason­
ably acceptable procedure that w ill place a 
more favorable interpretation upon the re­
sults of his custodianship than the circum­
stances justify. He looks about him and finds 
many instances where such practices are being 
followed by the managing officers o f other 
companies. He knows that as long as his ad­
ministration is successful the proxies o f stock­
holders w ill flow in to him at each election 
date, but that i f  his administration is unsatis­
factory, whether or not through fault o f his 
own, he w ill in  all likelihood be supplanted 
and may even go down to industrial oblivion. 
What is more natural then, that the stock­
holders should receive such condensed, vague, 
or even otherwise misleading statements that 
they are unable to determine accurately the
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true state of affairs?
This is not an indictment of management 
generally, for it is an indisputable fact that 
American industries are managed by the most 
efficient, upright and conscientious class of ex­
ecutives which has ever existed in  all history. 
I t  is, instead, indictment of a system which 
has grown up hurriedly and haphazardly and 
under which examples o f mismanagement un­
doubtedly exist. Under this system tempta­
tion to misrepresent or conceal facts from the 
actual owners of industrial assets is constantly 
present.
Although it w ill not permanently solve the 
problem in all o f its aspects, would not the 
situation be immeasurably benefited i f  machin­
ery, now available fo r the purpose, were uni­
versally utilized to find the facts and report 
them to stockholders ? Upon such information 
as is available to him  must the stockholder 
base conclusions regarding the action to be 
taken by him in  the management o f his prop­
erty— his stock.
For the purpose of finding and reporting 
the facts concerning financial transactions, we 
have the certified public accountant who, in  his 
capacity as a disinterested outsider, and i f  not 
limited in  the range o f his work, is especially 
equipped to function in  that regard. The con­
trolling factors in  a particular situation are 
that the transactions be brought under the 
scrutiny of the accountant and that the scope of 
his inquiry be determined by him from the 
circumstances rather than being prescribed by 
the very officials whose acts are being reviewed.
Auditing, among other things, is the final 
step in record making. What purpose is served 
in designing an adequate system o f accounts 
intended to reveal the financial position o f an 
enterprise and the results of its operations, un­
less steps are finally taken to ascertain whether 
the records have been maintained in such 
manner that this objective has actually been 
accomplished? What purpose is served in 
providing laws to protect the interests of 
stockholders, and o f evolving over long 
periods the standards of good business policy, 
unless steps are periodically taken to find 
whether the laws have been complied with 
and the standards met?
It  should be stated emphatically that the 
process o f giving interpretation, in the com­
mon denominator of a fluctuating dollar, to the 
complex business situations of today is not a
precise matter. New problems in accounting 
arise daily as industrial and financial practices 
change. Their solution calls fo r a compre­
hensive understanding not only of the p rin ­
ciples o f the science itself, but o f finance, eco­
nomics and business usage. These problems 
are attracting some of the best professional 
minds in the country, and the accountant who 
meets the requirements o f today must of neces­
sity be highly trained and o f discerning judg­
ment.
I t  is but natural that a period of stress, dur­
ing which weaknesses o f any system become 
most apparent, should bring about a fu ller 
realization o f the controlling factors in the 
problem and many demands for reform. The 
plans advanced have covered the fu ll range 
from government ownership to subsidized 
monopoly. They have included demands for 
election o f auditors by stockholders, fo r State 
supervision, fo r education of investors, and 
fo r Federal incorporation and control. W ith  
our national Congress and State legislatures 
convening after the elections we have seen 
much legislation of a nature intended to cor­
rect present conditions.
By far the happiest and most convenient 
measure which has so far been recommended 
for the solution o f many problems arising 
from the corporate form of organization, is 
that providing for election, by stockholders, 
of independent auditors to make periodic re­
ports directly to the stockholders themselves. 
This practice has been followed in  England 
fo r many years, and is required under the 
English Companies Act. Results there have 
been so satisfactory as to cause the adoption 
of the requirement as a permanent part o f the 
financial system.
It  would be an unwarranted extension of 
an otherwise sound principle to urge that all 
corporations be required to fo llow  this pro­
cedure. Small, closely held companies should 
probably be le ft to fo llow  the dictates o f their 
own consciences, fo r however advisable it  may 
be fo r any business organization to subject 
itself to the periodic scrutiny of disinterested 
persons, failure to do so can hardly be inter­
preted as o f direct public interest. In  any in ­
stance, however, where a corporation is owned 
in such manner that interested parties (w ith ­
out giving undue weight to theoretical reme­
dies at law) do in fact have no voice in man­
agement, then that corporation should be
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scrutinized periodically by those qualified to 
do so. In  such instances failure to subject i t ­
self to scrutiny constitutes an act on the part 
o f the corporation which may be regarded as 
o f some degree of social importance, depend­
ing upon the number of persons affected and 
the amount of money involved. In  the class 
of corporations which logically should be sub­
mitted to independent audit w ill fa ll not only 
the 200 largest, but a substantial percentage 
o f the 300,000 corporations owning the sec­
ond half o f the nation’s corporate assets.
In  addition to owners, there are several 
other classes of persons whose interest in cor­
porate activities is such that the protection 
thereof is a matter o f public importance. Next 
to the stockholders, and closely akin thereto, 
are the owners o f funded corporate obliga­
tions, notes, bonds, debentures, etc. Their 
interest is closely parallel to that o f stock­
holders under present circumstances where 
equity owners frequently have no practical 
voice in management. Somewhat farther re­
moved but not to be ignored entirely in con­
sideration o f the problem, are the short-term 
creditors o f corporations, banks and other note 
holders, extenders o f short-term commercial 
credit, and the like. Their interest in  the af­
fairs o f the corporation may be described as 
somewhat fleeting, but it  is none the less real 
while it  exists. This class o f creditor is always 
well represented at corporate internment cere­
monies.
Customers o f corporations which are en­
gaged in  certain types of enterprise have an 
interest o f such genuine public importance 
that these services have been defined as public 
utilities and the entire regulation thereof is 
founded upon financial facts ascertainable only 
by trained accountants. The public interest in 
the operations of such companies is such that 
no tenable ground can be found for failure 
to require audit thereof.
The growing tendency of industry to recog­
nize responsibility fo r its laboring people may, 
in time, result in  an acknowledgment o f ob­
ligation to justify to them any corporate action 
which affects the employees. Indeed, at this 
time, when popular opinion demands that 
steps be taken to forestall the abandonment by 
industry o f its labor in  periods when the going 
becomes difficult, it  is impossible to foresee 
whether the future may not bring some leg­
islative restrictions to delay the discharge o f
employees in times o f stress until the em­
ployer-corporation is able to show its inability 
longer to carry them. Concurrent w ith such a 
development may conceivably come some re­
straint upon the right o f employers to reduce 
wages. In  any o f these instances the concern 
of groups, other than management, in  the 
financial facts pertaining to industry is readily 
apparent. This thought, concerning respon­
sibility for labor, may be regarded by some 
as far-fetched. However, i f  recognition is 
given to the tremendous bargaining power 
which was possessed by labor in more normal 
times and to the very real political power of 
this class at all times, as well as to the genuine 
and undeserved suffering brought about by the 
present collapse, it  seems entirely possible that 
future steps may be taken to bring about the 
conditions described or to provide the desired 
remedies in other ways which would now ap­
pear equally radical.
A ll accountants have noted the recognition 
which has been accorded them by the Na­
tional Congress in the "Securities Act of 
1933.”  Any thinking person must recognize 
the benefits to be derived from requiring 
adequate information for investors concerning 
new security issues. Sight must not be lost of 
the fact, however, that corporate abuses follow 
as well as precede the issuance o f securities. 
I f  advantages are to be secured from the audit 
o f transactions which occur before a public 
issuance o f securities, then equal or greater 
advantages w ill be secured from the audit of 
transactions which fo llow that event. Several 
o f the most disastrous instances o f manipula­
tion have occurred after funds had been in ­
vested by the public.
In  urging, as is done here, the broader use 
of the services of the professional accountant 
fu ll recognition is given to the responsibilities 
which w ill be ours should the suggested prac­
tices be adopted. The qualified accountant, 
though fu lly  aware o f his limitations, w ill 
welcome the opportunity and the attendant re­
sponsibilities. Even were we inclined other­
wise we could not avoid the issue. Conditions, 
not o f our making, have arisen in  which 
business managers, investors, and the govern­
ment, realize more fu lly  than ever before that 
economic activities, to be seen, must be viewed 
through the eyes o f the accountant and must 
be expressed in  his terms. In  no other way 
( Continued on page 472)
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Frankenstein, Incorporated
By P e r r y  M aso n , C .P.A ., Yellow Springs, Ohio
( Continued fro m  Ju ly  issue.)
V . T h e  H o l d in g  C o m p a n y  
A — The H o ld in g  Company D ifficu ltie s  
Prior to the latter part o f the nineteenth 
century one corporation was not permitted to 
hold stock in another corporation except in 
such cases as the receipt o f shares o f stock in 
settlement of a debt. In  1889 the State o f 
New Jersey expressly conferred the right upon 
one corporation to invest in  the capital stock 
o f others, and the other chartermongering states 
rapidly followed suit. A t the present time 
intercompany holdings are commonplace and 
the holding company— a corporation organized 
primarily for the purpose of owning stocks of 
other corporations— is one o f the outstanding 
results. The holding company has served a 
good many useful purposes— it has, fo r in ­
stance, permitted the advance of large-scale 
operations to be obtained without the neces­
sity of financing the complete purchase of all 
o f the assets of the subsidiary companies and 
their subsequent dissolution, and it has per­
mitted the formation o f effective investment 
trusts, but it has also been misused.
1. The process of pyramiding, or the or­
ganization of one holding company to hold 
stocks o f other holding companies, has per­
mitted the holding company to go far beyond
Bonds 
and Notes
Middle West U tility  Co........ $ 40,000,000
Sub-holding companies......... 74,643,017
Sub-pub. u til. companies. . . .  536,417,431 
Other subs..............................  2,289,300
T o ta ls ................................$653,349,748
Middle West Utilities operates in thirty-two 
states, serves 5,323 communities and a popula­
tion of 6,500,000. There are well over one 
hundred operating companies, about thirty sub­
holding companies, many of which are also 
operating companies, and about twenty-nine 
per cent of Middle West Utilities stock is held
*A n  address delivered before the Town and 
Gown Club of Antioch College, November 10, 
1932.
its original functions until it  has in  some cases 
obviously become merely a device for concen­
trating control o f enormous quantities of capi­
tal in the hands of a very small group. Th e 
results have been especially startling in  the 
public utility  field where the major portion 
o f the capital investment is represented by 
bonds and non-voting preferred stocks.
For instance, let us assume that a group o f 
operating companies have a total capital of 
$300,000,000 o f which $100,000,000 or 
one-third is represented by voting common 
stock, that the voting stock o f each company 
in the pyramid has the same ratio to the total 
capital, and that about fifty-one per cent o f the 
common stock w ill be sufficient to obtain con­
trol. Then it is arithmetically possible, i f  the 
pyramiding is carried to a sixth stage, fo r an 
investment o f $17,000 to control the entire 
$300,000,000. There would probably be few, 
i f  any, cases in actual practice as extreme as 
this, for the holding companies often own all 
of the stock o f some subsidiaries, the preferred 
stock often carries voting power, and the 
higher the stage in  the pyramid, the more d if­
ficult it  is to finance with bonds. M iddle 
West Utilities, fo r example, had the following 
financial set-up on December 31, 1931.
Pref. Common
Stocks Stock Total





by Insull U tility  Investments, Inc., an invest­
ment trust.
Excessive pyramiding o f this sort carries 
the size o f an organization far beyond what 
would seem to be a reasonable combination 
for the most efficient operation. The separation 
o f financial investment and control can be 
carried to almost unbelievable lengths when 
voting power in  concentrated in a small block 
of stock.
2. The financial plan o f these holding com­
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pany systems has been just as complex as the 
general organization itself. A ll sorts o f classi­
fied stocks, collateral trust bonds, convertible 
issues, and so on, have been used. One o f the 
most popular and at the same time one o f the 
most misleading types has been the collateral 
trust bond. They are usually called first 
mortgage bonds, but they are a first mortgage 
only on the securities which are deposited w ith 
the trustee as collateral, and these are often 
merely common stocks of the sub-holding or 
operating companies which in  turn are junior 
to another long list o f preferred stocks and 
bonds, so that the bonds o f one o f the higher 
sections of the pyramid hardly deserve the 
name, but the prospectus and the published 
statements often omit any reference as to the 
financial plan of the subsidiary companies, and 
unless the investor is constantly on the alert 
he may very easily be confused.
3. Another aspect of the high degree of 
concentration of control is sometimes described 
by the expression "trading on the equity,”  and 
the equity o f the peak o f the pyramid is very 
thin. I f  the operations o f the system are suc­
cessful the small investment at the top receives 
a very high rate o f return, but it  does not take 
much o f a slump to entirely wipe it  out. The 
stockholders o f Insull U tility  Investments, 
Inc., have had their investments wiped out 
although most o f the underlying operating 
companies are in  reasonably good condition.
4. The use o f such elaborate forms o f or­
ganization fo r public utilities, and the process 
o f pyramiding has been carried farthest in  the 
public u tility  field, makes regulation extremely 
difficult. I t  is difficult to make a valuation o f 
property, and it  is difficult to determine costs 
and earnings. For the sake o f successful public 
u tility  regulation the financial organization 
should be kept as simple as possible.
5. The use o f a subsidiary company has 
sometimes been used to escape certain types 
o f liability. A  large corporation may organize 
a small corporation to operate its fleet o f trucks, 
and any damage caused by the negligence of 
truck drivers must be satisfied out o f the assets 
o f the subsidiary only.
6. The holding company type of organiza­
tion has often been used to evade the spirit 
o f certain types o f regulatory legislation. 
Banks have organized subsidiary companies to 
conduct operations which they were not per­
mitted to carry on under the banking laws,
such as selling securities, acting as trustees, 
etc. In  itself this was harmless, and in  any 
event it  is much better to have such companies 
specifically identified than to have the thing 
carried on in  some sub-rosa fashion, but when 
the bank makes large loans to its subsidiary 
the whole purpose o f the banking acts may be 
defeated. The wreck o f the Bank of the 
United States is a case o f this sort. I t  was a 
combination o f interlocking directorates and 
subsidiary companies organized to evade the 
supervision and requirements o f the State 
banking laws.
7. Many other sins can be laid on the head 
o f the holding company. The holding com­
pany is one o f the most effective forms of 
combination and therefore helps along any 
attempt to secure a monopoly. I f  the charter 
o f one State is too restrictive, a subsidiary can 
be organized in  a more liberal State, and the 
law successfully evaded. Dividends are some­
times paid by holding companies which would 
not be justified i f  the presence o f a consoli­
dated surplus were the criterion o f its legiti­
macy, and are sometimes based upon inter­
company transactions which may give a book 
figure o f profit fo r the parent company but 
which may result in  a loss on the books o f the 
subsidiary which participates in the transac­
tions. In  prosperous times there is a great 
temptation fo r the holding company to acquire 
a wide assortment o f unrelated companies 
which makes management ineffective and dis­
sipates from a social standpoint the use of 
investors’ capital. Excessive prices are often 
paid for the securities o f the subsidiary com­
panies and padded balance sheets are the re­
sult. The individual holders o f stock in  the 
subsidiary operating companies are usually 
persuaded to exchange their holdings fo r se­
curities of the holding company on what ap­
pears to be a very favorable basis, such as the 
exchange o f stock fo r bonds, or common stock 
fo r preferred stock, but the lowest security o f 
the operating company is apt to be better than 
the highest o f the holding company. Instead 
o f helping their subsidiaries, holding com­
panies have often bled them o f their current 
funds, using the profits o f a successful com­
pany to offset the losses o f a poor one, and 
defeating in this way one o f the most im­
portant reasons fo r their existence. There is 
no doubt but that the holding company form 
has been sadly abused, especially in the public 
u tility  field.
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W ill Rogers has included the holding com­
pany in his commentaries on American c iv ili­
zation in  these words: "A  couple o f years ago 
no business seemed to be up-to-date unless it 
had its 'Holding Company.’ The title  'Hold­
ing’ seemed like you had something, so the 
suckers went for it. But now the stockholders 
find out that all they were holding was the bag. 
. . .Y o u  can’t  go out now when your busi­
ness ain’t doing so good and merge w ith 
something else that’s doing worse and form  
a 'Holding Company,’ and issue more stock. 
What you got nowadays you got to ’hold' 
yourself. The buyers are looking in  the bag 
now before they hold it.”
B — Remedies D irec ted  T ow ard  the H o ld in g  
Company E v il
1. Adequate control o f holding companies 
would require Federal incorporation, fo r no 
one State can exercise adequate supervision 
over such a company as M iddle West Utilities, 
and it is out o f the question to expect a num­
ber o f states to cooperate in  the process.
2. A  requirement that holding companies 
would have to publish consolidated income 
statements and balance sheets and base their 
dividends on the consolidated statement would 
eliminate the declaration o f dividends out o f 
what may be unearned or fictitious income, 
and would provide a better picture o f the real 
financial position o f the company. Some ar­
bitrary line would have to be drawn so as to 
eliminate small holdings o f stock from such 
a requirement. The consolidated statement 
should ordinarily include only those companies 
in which the holding company had a con­
trolling interest.
3. Another suggestion is that the stock de­
posited as collateral fo r bonds should be dis­
enfranchised. But i t  could not be applied to 
many cases. For instance, i f  the entire out­
standing stock o f a subsidiary company were 
used as collateral fo r a bond issue, someone 
would have to have the voting power or the 
corporation would have to be dissolved and 
the assets taken over entirely— of course that 
might be a good thing. And even though only 
a controlling interest were held, leaving con­
trol in  the hands o f the minority would defeat 
the whole purpose o f the holding company. 
In  other words, such a proposal would make 
the collateral trust bond, w ith common stock 
as its security, practically impossible.
4. I t  m ight be well to prohibit the elaborate
holding company form o f organization in  the 
case o f public utilities, fo r i t  makes regula­
tion so difficult. A  simpler form would be 
just as effective, and again, Federal incor­
poration would help to bring this about.
VI. M is c e l l a n e o u s
The frailities o f corporations, being o f hu­
man origin, are as numerous as the deficiencies 
o f mankind. I  shall mention only a few more:
a. Many difficulties have been caused by 
manipulation of the accounts and the adoption 
o f undesirable accounting policies, so that ap­
parent earnings and dividends have been based 
on unsafe and incorrect figures. This is not a 
difficulty o f the corporate form as such but is 
most important in  connection w ith a corpora­
tion since creditors are so restricted as to re­
course in  case of insolvency, and since the 
changing personnel o f stockholders requires 
a much more careful determination of periodic 
profit.
b. An entire report could be devoted to the 
lack o f publicity or, as Ripley calls it, "im - 
publicity”  o f corporate information. Corpora­
tions vary considerably in  the amount o f in ­
formation they are w illing  to make public. 
Outside o f the public u tility  field where fa irly 
complete reports are required by the regulatory 
bodies, such companies as General Motors and 
U. S. Steel head the list fo r the generosity and 
completeness o f their published information, 
while the Ford Motor Company is at the other 
extreme— it  publishes the bare m inimum 
which is required by the laws of the states in 
which i t  does business, and this is far from 
complete. There is no serious objection to 
Henry Ford and his family keeping things to 
themselves although their company is large 
enough so that the more intimate statistics 
would be o f some value, but serious objections 
can be raised when a corporation w ith a large 
body o f stockholders refuses to give them 
enough information so that they can judge the 
real worth o f their investment, the amount of 
earnings to which they are entitled, the de­
preciation policy which is being followed, 
and other such important data. A  recent edi­
tion o f T im e  (A p ril 4, 1932) gave some in ­
teresting information in regard to the pub­
licity policies o f a number o f different com­
panies. I t  read as follows:
"A  list o f the securities behind Kreuger and 
T o ll’s debenture issue was made public by the 
New York Stock Exchange last week. The
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N e w  Y o rk  Sun’s able financial editor com­
mented that the list should have been pub­
lished long before, pointed out that the in ­
formation had been available to anyone at any 
time.
"Later in  the week the New Y o rk  Sun again 
took up the matter o f publicity, commented 
upon the fact that the 1931 reports o f General 
Foods and National Dairy Products Corp., did 
not contain volume of sales fo r the year, both 
having been granted permission by the Ex­
change to omit the item.
"Explaining the omission, National Dairy’s 
president, Thomas H. McI nnerney, said: 'The 
shareholders are interested only in  profits. 
A fter all, the sales figure only calls attention 
to size; it  is important competitively some­
times, and invites attack.’
"To these remarks investors might reply that 
future profits as well as present ones are in ­
teresting, that the sales figure, revealing the 
margin of profit, indicates trends and the man­
agement’s ability.
"Vice-President Verne Edwin Burnett spoke 
fo r General Foods, stressed the competitive 
importance of the sales figure. He said few 
other food companies published it, 'whole­
salers and other buyers of our products could 
say things to us that they could not say to our 
competitors, thus putting our salesmen at a 
disadvantage.’
" In  the incident W all Street saw a resurgence 
o f the old question of what stockholders 
should know. W hile  it is true that most stock­
holders do not analyze a company, the biggest 
ones do and feel they are entitled to adequate 
data. They feel that such an item as sales is 
not a real secret, can always be learned by a 
competitor.
"The Stock Exchange has done much to en­
courage more telling o f facts, but many o f the 
companies whose shares have been listed for 
some time have not complied even to the new 
custom o f reporting quarterly. Most o f the 
non-compliers report only once a year. Sales 
figures are reported monthly by chain stores. 
Cigarette companies do not give them. Stand­
ard Brands and Gold Dust do not, Borden 
Co. does. The biscuit companies report only 
profits while the rubbers give their sales. 
Lambert, Drug and California Packing are 
among many o f the miscelleaneous concerns 
not giving the figure.
"In  general frankness a wide range is cov­
ered. Eastman Kodak used to report only 
earnings, now reveals depreciation charges 
but not sales. The exact nature o f A llied 
Chemical’s huge investment account is hidden 
in the phrase 'U. S. Government and other 
marketable securities.’ Reynolds Tobacco has 
described its investment in its own stock as 
'investment in  non-competitive companies.’ 
The railroads, because o f the prescribed I.C.C. 
accounting system, are models o f honesty. Such 
leading companies as General Motors and U.
S. Steel give enough data fo r anyone except a 
super-statistician. W hile  some companies may 
discontinue reporting sales, business men last 
week were satisfied that the trend is distinctly 
towards more publicity o f figures, considera­
tion of investors.”
Adequate publicity o f corporation informa­
tion and statistics has long been urged as a 
partial remedy fo r corporate ills and abuses. 
Certainly many o f the practices would have 
been difficult i f  not impossible to carry out i f  
the public in general had known what was 
going on. And perhaps the best service per­
formed by publicity is that o f tending to pre­
vent abuses through the fear o f the individuals 
concerned that public opinion may be aroused 
against them. The line between information 
that is properly personal and private and that 
which should be given to the public is not 
easy to draw, but at least it  may be said that 
since the corporation owes its existence to the 
franchise given to it  by the State, the State has 
the natural right to ask it  fo r more information 
than i f  i t  were an ordinary private venture. 
Some differentiation should be made between 
the corporation whose stock is widely held 
and the one w ith closely held shares. The 
amount o f information which should be re­
quired from the Ford Motor Company might 
well be much less than that required from the 
General Motors Corporation. As an account­
ant or economist I  should be glad to see com­
plete information published about every cor­
poration so that our statistical records could 
be more complete and so that competition 
could function more effectively, but I  also 
realize that a certain amount o f privacy is 
proper and that too much information may 
stimulate excessive competition or be other­
wise misinterpreted.
What publicity there is should, i f  possible, 
be uniform so that one corporation w ill not 
benefit at the expense o f others, and again,
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this seems to call fo r Federal incorporation. 
Trade associations, the investment bankers and 
similar organizations could do a great deal in 
promoting more and better publicity. The 
New York Stock Exchange has been the most 
influential source o f pressure leading toward 
publicity. The requirements on new listings 
are more rig id than those upon the older 
issues, but in general fa irly  complete reports 
are required quarterly and these are open to 
the public. Most large libraries receive copies 
o f these reports and although they do not 
always contain all o f the information the 
statisticians would like to have, they represent 
tremendous progress from the practice of cor­
porations a generation or so ago.
Ripley feels that the Federal Trade Com­
mission could do much more than i t  has in 
forcing and accumulating information. The 
Commission has proceeded cautiously since its 
legal status and powers have not been very 
well defined, but at least the statute under 
which it  was created seems to give them plenty 
of power to go much further than they have 
in  this direction.
Required information, however, is almost 
certain to be at least partially unsatisfactory, 
fo r formal report forms are always compro­
mises o f opinions as to what is essential, and 
never fit a particular firm  any too well. The 
tendency is fo r the minimum of information 
to be furnished and every effort w ill usually 
be made to conceal really significant data. The 
ordinary annual report filed in the office of 
the Secretary o f State is better than none at all 
but is usually very unilluminating. I f  really 
satisfactory reports are desired they should ap­
proximate the Federal income tax returns, 
especially that section which ties up the sur­
plus balance from one period to the next. 
W ithout that, some o f the most important 
transactions can be effectively concealed.
The best results w ill come from the efforts 
taken at the initiative o f the corporations them­
selves. Once business men have become con­
vinced that only good results can come from 
publishing elaborate and complete financial 
statements, little  further difficulty w ill be had, 
and then refusal to give information w ill be 
an almost certain sign of fraudulent intent. 
Now we can not be sure— it may be merely 
old-fashioned conservatism.
c. Last but not in any sense least, is the 
failure o f boards o f directors to assume their
proper place in the corporate scheme. In  
theory the board o f directors was expected to 
be a representative body to determine the poli­
cies of the corporation, to take an active part 
in checking up upon their execution, and to 
work fo r the best interests o f the stockholders. 
Actually we find men accepting appointment 
as directors on so many corporations that they 
could not possibly give each o f them adequate 
attention or even attend all o f the meetings. 
We find a good many window-dressing or 
dummy directors who are given a share or 
block o f stock and persuaded to allow them­
selves to be advertised as directors for their 
publicity value. The original theory that d i­
rectors occupied a position o f trust w ith the 
stockholders as their beneficiaries has been 
badly mangled, and even the courts have been 
compelled to recognize a considerable modi­
fication of the original legal premise.
The failure o f directors to assume proper 
responsibility for the conduct o f the affairs o f 
their corporation is a serious matter, but i t  is 
not one which has a simple remedy. An evolu­
tionary change in  the attitude o f the courts 
seems to be the best hope for improvement. 
There is plenty o f legal precedent for holding 
directors liable for misconduct, but the courts 
have apparently hesitated to apply it  to modern 
conditions because directors who treated their 
responsibilities lightly were simply doing what 
everyone else was doing and could hardly be 
accused o f anything more than indifference or 
negligence in most cases. But i f  the case 
against the directors o f International Match, 
part o f the Kreuger and To ll set-up, is decided 
in favor of the referee in  bankruptcy— the 
eight U. S. directors are being sued for about 
$30,000,000 each— and i f  other cases are also 
decided so as to hold directors liable for negli­
gence and misconduct, the time may come 
when a man w ill hesitate before allowing his 
name to be placed on a board o f directors and 
when he w ill no longer consider the list o f his 
memberships on boards o f directors in  about 
the same category as the list o f his club mem­
berships. The difficulty o f really accomplish­
ing anything in  taking legal action against 
directors is well illustrated by the Gillette Safety 
Razor Company case (Time: September 12, 
1932). Just before the merger o f Gillette 
Safety Razor Company w ith Auto-Strop Safety 
Razor Company, a small group o f G illette 
stockholders started suit to have certain direc­
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tors return $21,000,000 to the company. The 
m inority group claimed that capital had been 
impaired by $13,000,000, that $8,000,000 was 
lost when the directors ordered the company to 
buy 214,000 shares o f its own stock at al­
legedly excessive prices. Some o f the stock 
was purchased from a pool operated by several 
o f the directors. Since then each director ex­
cept the late K ing  Camp Gillette has returned 
his profits to the company. W ith  best Boston 
legal talent engaged in  the fray, the suit 
dragged on fo r two years. Last August the 
court approved a settlement by which the 
directors agreed to pay the company $525,000 
in  cash and notes. In  September the court 
found that the plaintiffs’ counsel were entitled 
to  $307,880 more fo r legal fees and expenses, 
more than one-half the sum actually won.
Much might be accomplished i f  the ex­
tremely liberal charters which specifically ex­
empt the directors from any liability for mak­
ing  private profits in  their dealings w ith the 
corporation were eliminated; but again Federal 
incorporation seems to be the only remedy. As 
long as there are forty-eight jurisdictions com­
peting fo r the fees from corporate charters, 
an extreme degree of liberality is almost cer­
tain to result.
Real progress must come from  within. 
Judge Gary’s often-mentioned policy o f w ith­
holding from the board of directors of the 
United States Steel Corporation any informa­
tion about the results o f operations until it  
was ready to be published and until after clos­
ing hours o f the Stock Exchange is to be com­
mended, but the fact that he had such a hard 
time putting such a policy into effect is also 
significant.
Wormser suggests that two kinds o f direc­
tors should be used fo r larger corporations. 
One group would have voting power and 
would assume completely the liab ility o f trus­
tees for the corporation and the stockholders. 
Another group would have no vote and would 
merely serve in  an advisory capacity. This 
sounds good. I  have also mentioned elsewhere 
the suggestion that large companies should 
have a public representative on their boards.
VII. O t h e r  G e n e r a l  R e m e d ie s
a. The proposal is sometimes made that the 
best way to meet the difficulties we have dis­
cussed is to make no attempt to control them. 
There is some point to this suggestion although
I doubt i f  the most ardent advocate o f laissez 
fa ire  methods would really support such a 
proposition in its baldest form. I f  there were 
no attempts made to regulate the incorporation 
and subsequent activities o f such business en­
terprises, the investor would have to be more 
particular on his own account and the cor­
poration would have to regulate itself in  order 
to be able to get the necessary supply o f capital 
w ith which to do business. But the result 
would undoubtedly be a series o f cyclical 
changes-—first a thoroughgoing renovation, 
followed by restored confidence, increased in ­
vestments, then relaxed attention on the part 
o f investors, easy capital, a recurrence o f in ­
flationary and dishonest practices, the crash, 
and loss o f confidence, and the whole thing 
all over again. The loss of economic resources 
from such a procedure makes it  unsupportable 
even though our best efforts to control the 
situation would not by any means bring about 
the complete elimination o f the cycle.
b. Another proposal is the elimination of 
the possibility o f incorporating a business, but 
this is likewise hardly worth considering un­
less we are w illing  to contemplate the return 
to a very small scale o f business operations 
w ith a return to the standards o f liv ing  o f a 
corresponding historical period, for moderately 
l ar ge-scal e methods are absolutely necessary 
for the utilization o f most modern scientific 
and technical methods, and large-scale meth­
ods could be carried on in very few cases under 
any other form o f business organization.
I f  the elimination is coupled w ith the pro­
posal that the Government undertake the func­
tions now performed by the private corpora­
tion, I  believe that although such an arrange­
ment is possible, it  would not result in a net 
improvement. I t  seems to me that we have in 
the problems o f the modern giant corporation 
a clear demonstration o f the difficulties of 
extensive Government ownership and operation 
o f business enterprises, except that the prob­
lems would be multiplied since the Govern­
ment would presumably operate on a still 
larger scale. Absentee ownership w ith  its tend­
encies toward lack o f interest on the part of 
the voters, the divorce o f financial risk and 
managerial responsibility, nepotism, and so 
on, would be present in its most extreme form, 
to say nothing o f the complications o f what 
we call "politics.”  There would be no stock­
holders’ rights to worry about but the stock­
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holders would be replaced by the general pub­
lic whose rights, i f  any, are even more difficult 
to define and protect. There is no reason to 
believe that directors o f public organizations 
would be any more conscientious than those 
o f private companies. The greatest advantage 
of public ownership, from the standpoint of 
this discussion, would be the improvement in 
publicity. Information is available to anyone 
in  regard to salaries o f public officials, public 
contracts, accounting data, etc., although not 
all o f the facts in  connection w ith govern­
mental affairs are easily ascertainable. But, i f  
you are an optimist in  regard to the effective­
ness o f governmental conduct o f business en­
terprises, there is one way out.
c. A  number o f general suggestions have 
been made which may be covered by the one 
word— education. I t  is said that i f  enough 
publicity is given to the evil ways o f promoters 
and directors, i f  the ordinary stockholder 
actually understands that when he buys a share 
o f stock in  a corporation that he is literally 
turning his money over to strangers w ith no 
enforceable promise on their part that they 
w ill ever pay him anything back, i f  the public 
is informed as to the available sources of 
impartial information in  regard to securities, 
and to the purposes and uses o f such organiza­
tions as stock exchanges, that a public opinion 
w ill be formed which w ill make it  difficult fo r 
at least the more extreme forms o f manipula­
tion to take place. I am all fo r any attempts 
which can be made to educate the public, but 
I  see no reason fo r being very optimistic as 
to the outcome for as far as my observation 
goes I  am convinced that most people make 
investments in much the same way as they get 
married— they are guided more by their emo­
tions and instinct than their reason. I f  a man 
never got married until he had coldbloodedly 
convinced himself that he was improving his 
condition, probably most o f us would still be 
bachelors, and i f  we in the same coldblooded 
fashion tested every investment, we would be 
holding little  else than Government bonds. 
The appeal o f the get-rich-quick motif, which 
unfortunately has had enough actual demon­
stration to give it  a constant appearance o f pos­
sibility, w ill always be powerful because it  does 
appeal to our emotions, and no amount of 
education is, in  my opinion, apt to make much 
o f an impression upon it. The common an­
swer of the small-fry to investment advice is:
"Aw , you’re trying to keep us out o f something 
good.”
d. Another proposal o f this general type 
hits at the foundation o f most o f our troubles. 
I t  is said that i f  we could somehow increase the 
moral sensibilities o f corporate promoters and 
corporation lawyers and directors that our 
difficulties would be solved, and there is no 
doubt about it, they would be. But how to  
do i t  is another question. Again, education and 
publicity are suggested. We do know that 
great changes have taken place in business 
ethics from time to time although the exact 
process is not easy to observe. And i t  seems 
reasonable to expect that even though we may 
not hope fo r much response from the in ­
dividual investor to our efforts to educate 
him, the corporation itself w ill not want to  
take a chance w ith too much exposure, fo r  
some o f the publicity may take and every now 
and then an aroused public opinion does actu­
ally accomplish something. One o f the surest 
ways o f accomplishing moral reform is to make 
moral conduct profitable and immoral conduct 
unprofitable. Educational processes can also 
be used in an attempt to modify the crude­
ness o f our inherited instincts and to over­
come the handicap o f a distorted environment, 
such as we are attempting to do here at A n ­
tioch, and, I  believe, w ith some success. Such 
efforts are well worth making, but there is no 
present indication that they w ill not need 
some other more direct and positive means to  
accomplish any pronounced improvement.
G e n e r a l  C o m m e n t s  a n d  C o n c l u s io n s
Most o f the difficulties arise in the case o f 
large corporations w ith widespread ownership. 
A  small corporation, or one which is closely 
held, w ill experience few o f them.
Many o f the problems which arise are based 
upon the inclination o f certain individuals to 
take an unfair advantage o f their fellow men. 
This is a problem which is as old as mankind, 
and an eon is likely to elapse before a com­
plete and final solution is found. I f  a man 
wishes to be dishonest it  is pretty difficult to 
pass a law which w ill prevent him from carry­
ing out his intentions. About all that one can 
expect to do is to create a situation in which 
honesty is the easy procedure and dishonesty 
is difficult. A fter all there are only a compara­
tively few individuals who w ill go to a great 
deal o f trouble to violate or evade the law 
although there are a great many people w ith
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neutral consciences who w ill fo llow the crowd 
and conform to the usual procedures without 
compunction.
N or are the problems solely a phenomenon 
o f modern business methods. I f  anything, 
business ethics have shown a decided improve­
ment and the doctrine o f caveat em ptor, once 
the precept of practically a ll business, is now 
the exception. Some people would have us 
believe that the period prior to the industrial 
revolution was typified by country dancing, 
fa ir dealing, and generosity, but the realistic 
historians te ll us a different story. For in ­
stance: "For the protection o f the consumer a 
very thorough system of search or inspection 
was established. The search of weights and 
measures, provisions, cloth, and tanned leather 
usually belonged to the mayor or equivalent 
borough officer, or in county districts to the 
manorial lord, but usually w ith other manu­
factures, and very often in the case of cloth 
and leather, the mayor deputed the duty of 
search to members o f the craft gilds elected 
and sworn fo r that purpose. They could in ­
spect the wares either in the workshops or 
when they were exposed for sale, and seize 
any badly made articles. The forfeited goods 
were either burnt or given to the poor, and 
the offending craftsman fined, set in the p il­
lory, or, i f  an old offender, banished from the 
town. To facilitate tracing the responsibility 
fo r bad work, weavers, fullers, hatters, metal­
workers, tile-makers, and other craftsmen, in ­
cluding bakers, were ordered to put their 
private trade-marks on their wares. . ." 
(Hamilton’s Readings No. 40.)
N or is our modern complex and corrupt 
corporation anything new. In  1711 the notori­
ous South Sea Company received its charter 
and the next few years was a time of specula­
tion, stock-jobbing, stock-watering and swind­
ling  which equals the best efforts o f our mod­
ern Get-Rich-Quick Wallingfords. Companies 
were organized for importing jackasses from 
Spain, securing perpetual motion, making salt 
water fresh, and for "an undertaking which 
should in due time be revealed.”  The stock of 
the South Sea Company rose rapidly from 100 
pounds to 1,000 pounds per share, and then 
fe ll to 135 pounds. . . . Many government 
officials and judges were exposed. . . . Great 
reputations then, as now, were lost. Great 
fortunes then, as now, vanished. (Wormser.)
C o n c l u s io n s
The corporation is an extremely valuable 
and indispensable feature o f our modern 
civilization. No human institution can be per­
fect and, in my opinion, corporations as a 
group have been no worse, and probably have 
been much better behaved than many other 
social institutions. This does not mean that 
some improvement is not possible but i t  does 
mean that we should not expect too much 
from any one part o f a reform program.
I  believe that the most promising sugges­
tions fo r improvement are: (1) the continua­
tion and extension of attempts of the State to 
supervise and control security issues under the 
so-called blue-sky laws, so as to prevent the 
more flagrant cases o f fraudulent promotion; 
(2) more publicity so that the prices o f cor­
porate securities w ill more nearly reflect their 
real values and so tha t concealment o f  cor­
porate affairs and relationships w ill become 
difficult, all published figures to be prepared 
by certified public accountant firms; (3) the 
Federal chartering o f all corporations doing an 
interstate business, including holding com­
panies which hold stock o f companies organ­
ized in  different states; (4) the elimination or 
strict control o f the holding company in  public 
u tility  operations; (5) an attempt to educate 
the public as to the real nature of the cor­
poration and the risks o f investment in  cor­
porate securities, so that corporations w ill have 
to treat their stockholders fairly in  order to get 
an adequate supply of capital; (6) compulsory 
cumulative voting fo r directors; and (7) the 
development o f a more liberal and less legal­
istic interpretation o f the prevailing law by 
the courts so that the principle o f trusteeship 
can be applied wherever control has been con­
centrated in the hands o f a few.
New Social Order
( Continued from  page 464) 
may they be dealt with. And we need not be 
surprised i f  a public, now awakening to the 
usefulness of the accountant, should in some 
cases expect the impossible.
In  view of all the circumstances we w ill 
perhaps best serve the new social order, and 
so ourselves, i f  we welcome alike our new 
opportunities and our new responsibilities, 
and each take active part in the affairs of the 
moment to assist in guiding the course of our 
professional development in practical channels.
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Types of Accounting Fraud 
Concealment
B y C l y d e  B . R e e d e r , C.P.A., Salt L ake C ity, U tah
D U R IN G  my university course in account­
ing, in common w ith  many young ac­
countants, I  was impressed w ith the criminal 
aspect of the science, and read all that I  could 
get my hands on concerning fraud cases and 
fraud examinations.
About that time I  thought to classify a great 
many of these to see whether or not there was 
some lim it to the way in which accounting 
deception could be carried on. As a student 
it  seemed to me, at first, that each new fraud 
o f which I  read or heard was totally different 
from any other. Each one, in  fact, seemed to 
approach the "perfect crime”  in its original 
features.
As I  have read of these cases further, and 
as I have become further familiar w ith them 
in  practice and in conversation w ith brother 
accountants, I  think I  have learned that there 
really is an approachable lim it to the number 
o f ways of practicing financial deception in so 
far as double-entry accounting control is con­
cerned.
In  spare hours and fragments of hours I 
have read more than a thousand law reports 
classified under the heading o f "Embezzle­
ment”  in the law libraries available to me. 
I selected approximately two hundred o f the 
most inform ing and interesting o f these from 
the much larger mass in  which the detail o f 
the crime itself is either neglected by the 
"learned justice”  w riting the opinion or else 
obscured in  its accounting features by judicial 
verbosity or lack of understanding o f account­
ing method. We can scarcely blame the ju rists  
fo r this failing, however, remembering that 
law books are written fo r lawyers and not 
especially for accountants or the public.
But often enough to make it  worth while I  
have found that for which I  was seeking, per­
haps after laying aside a dozen volumes that 
were useless to my purpose; i.e., an interesting 
account o f a fraud that has reached a higher 
court, set forth in all o f its essential account­
ing detail. These I  have annotated carefully, 
and they comprise in a highly concentrated 
form, the material fo r this article. The cases 
I  have made use o f were selected for general
interest, completeness of facts given and the 
method of "cover-up”  employed. Some of the 
more pretentious of these were difficult o f 
classification due to the complexity o f the 
methods employed, but I have always found 
that even these yielded to a splitting process 
which segregated the various schemes into 
the elemental ones.
I t  is evident to accountants when reflecting 
on the subject o f fraud and its prevention, 
that every accounting fraud, in  its essence, is 
simply a credit entry in  effect. The dishonest 
employee, either in  fact or in substance, makes 
this credit entry whenever and as often as he 
removes or causes to be removed or appropri­
ates to his own use an asset o f his employer. 
And o f course it  is immaterial whether this 
asset be cash or some other thing of value.
Now, this credit entry can either be made, 
as in  the case where a false payable is set up 
fo r the benefit o f the officer or employee mak­
ing or causing the entry to be made, or the 
actual reducing of an asset account by means 
o f a credit entry, or i t  can be made in effect 
by appropriating a part o f the firm ’s inventory 
without making any record or entry whatever.
Stated as clearly as possible, an accounting 
fraud is a credit entry (in  effect) to either:
An asset account (more often cash or in ­
ventory)
or
A  liability account to the perpetrator or his 
agent (to be subsequently closed out by a 
debit)
or
An ownership or a capital account.
I t  follows from this analysis that covering 
up o f accounting crimes can be accomplished 
(on the books) in only one general way, that 
is by debiting something. And in actual prac­
tice this something must be either an asset— a 
receipt— an expense or a liability. These four 
classes w ill be discussed in the above order.
C o v e r -U p  N u m b e r  1 
A  D e b it to A n  Asset A ccount
This method, w ithin the limits o f this study 
appears to be the more common one o f the
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four. And o f all the asset accounts that might 
be charged, cash and bank accounts are most 
often used.
As to charges in the cash account itself, 
there is the oft-repeated method o f checks and 
cash shown under double headings —  cash 
which is offered as a part o f the cash on hand 
has sometimes been hastily attached to a de- 
p osit slip and submitted to an auditor fo r his 
approval as a "deposit in transit”  or shown as 
a deposit in  transit on the bank reconcilement 
sheet. In  one case where a city treasurer was 
short in  excess o f $150,000, an audit years 
later, in  which deposit slips were inspected in 
the storage room o f a bank, revealed that 
many o f the items on a previous auditor’s cash 
count sheet were deposited in the bank as o f 
the same day. A  hurried tr ip  to the bank im­
mediately after the cash count had served to 
double up the cash account as of the audit 
date in  the neighborhood o f $11,000.00.
Receipts o f the follow ing period are some­
times counted as received as o f the audit date, 
and without a corresponding credit entry being 
made to income or receivables. This is an all 
too common practice, and though it  is gener­
a lly  resorted to fo r the purpose o f increasing 
the "liqu id ity”  o f the balance sheet, it  presents 
to  the avaricious an opportunity to cover up 
o r produce a shortage o f funds which has 
often been used.
A  group o f clerks in a national bank car­
ried a shortage that finally aggregated $125,-
000 through an excess debit in  Loans and Dis­
counts control account fo r the amount o f the 
shortage. When bank examiners came in, it  
was necessary to bring the Loans control ac­
count into agreement w ith the detail o f the 
notes themselves. Accordingly, one or another 
o f these clerks would reduce the control ac­
count by the amount o f the shortage making 
a credit entry in  Loans and Discounts control 
to balance the amount o f notes known to be 
actually held by the bank. The whole group 
kept this shortage figure in  mind at all times. 
T h is  entry would make the cash account short, 
as in fact, it  was. The final step was to hold 
up the posting o f credits to correspondent 
b anks fo r current remittances fo r a day or so 
o r  long enough to balance the shortage in  cash, 
changing one remittance enough to make an 
exact balance. For ten years at every examina­
tion date there were enough "transit”  credits 
t o balance the shortage which immediately
after the examiners left was again carried as 
an excess amount in Loans and Discounts, the 
difference o f one or two days in transit time 
being small enough to not alarm the examin­
ers. But finally, as the shortage grew, and as 
the daily remittances from  country banks grew  
smaller, the shortage became too big to handle. 
There just were not enough transit credits to 
cover it at the examination date.
A  further method is the "short” deposit 
slip, by means of which less money gets into 
a bank than is called for by the bank account 
itself. A  check which can be cashed is slipped 
out of the batch for deposit, another slip is 
prepared being made to balance with the 
short total, the difference pocketed when cur­
rency is the thing stolen, or deposited to the  
dishonest one’s own bank account or cashed 
when it is a check that is stolen. This method, 
of course, calls for some adjustment to be 
made at the time o f reconciling the bank ac­
count, so it is principally a "one-m an” or a 
collusion method. But, for that matter, so are 
all the other methods.
The "faked” pass book or the faked bank 
statement, by means of which the bank’s record  
of cash received is made to appear as more 
than it is by means of changes made in these 
records without the bank’s knowledge or con­
sent, has sometimes, though not frequently 
been used to cover a cash shortage.
So also with the non-existent bank account, 
by the use of which special purpose and per­
sonal bank accounts have been made to do 
extra duty and appear to be available cash 
when in fact they were not. A  bank president 
carried on a huge speculation in cotton futures 
by means of a "special” account to which his 
cashier, from  time to time was asked to make 
contributions with the understanding that the 
"special” account was held by the president as 
a secret reserve of cash to be made available 
in times of a "ru n ” on the bank or other 
financial stringency. T he account was regularly 
carried as a part o f the cash assets of the bank. 
H ow  the examiners were satisfied as to its 
existence does not appear in the record.
A nd similarly, there are the "borrow ed” 
securities which have sometimes been taken 
from  safe-keeping account and other non­
ledger accounts to "p ad ” a balance sheet for 
the purpose of concealing a shortage as of the 
balance-sheet date.
A m ong a batch of checks held for deposit
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as o f the audit date a good check has in time 
past been hurriedly substituted fo r the "bad”  
one which represents the shortage in  whole 
or in  part, as where the defaulting employee 
carries as a "cash item”  an insufficient check 
representing money he has quietly borrowed 
from the employer. Frightened by an audit or 
the dread o f one he hastily substitutes a good 
check from the regular receipts of the business 
to make good the loss, depending on a "lap- 
ping”  process to continue the deception. By 
a "lapping”  process is meant the practice of 
delayed reporting or booking o f receipts which 
is discussed in Section 2 o f this article.
Sometimes a false bank control figure is 
built up by the use o f "false”  totals in the 
cash receipts column, i.e., debits to bank ac­
count exceeding actual deposits. This, like 
several of the above methods, is purely a tem­
porary expedient, serviceable for only very 
short periods o f time, or where there is strictly 
unsupervised accounting.
A  double debit to cash or bank account has 
often been made available through the use o f 
the "kited”  check, or a check drawn on another 
bank, preferably a distant one, which is de­
posited as cash, but not credited to the bank 
on which it  was drawn.
The city treasurer, mentioned above, month 
after month, fo r several years regularly "kited”  
a check from his Revenue fund to his Special 
fund until in the course o f time the shortage 
developed in  the Revenue fund also to such 
an extent that other means m ust be resorted 
to. I t  is without disrespect to the auditors that 
regularly inspected his accounts to say that they 
did not catch the significance of this kited 
check on their several visits, as they were re­
stricted to an audit o f the Special fund only, 
and were not regularly furnished with the 
Revenue fund records.
C h a r g e s  t o  a n d  D e l a y e d  C r ed it s  t o  
R e c e iv a b l e s
Shortages have often been concealed tem­
porarily by means o f dummy accounts or ac­
counts carried in the name of fictitious persons.
In  this connection, there is to be considered 
the "phony”  note, which may be a forgery 
from start to finish, one that has been paid but 
not cancelled or delivered to the maker, or 
one that has been partly paid and no credit 
given, or on which the credits have been w ith ­
held through a process o f "lapping”  receipts 
as considered in the subsequent section. "Lap­
ping,”  o f course, applies w ith  equal force to  
open accounts.
And finally, in connection w ith receivables, 
there is the anticipated charge. Under this 
system an item or account which is known 
to be soon available as a collectible account is 
anticipated or set up on the books as a re­
ceivable before there is anything receivable 
in fact, the cash which was borrowed in  an­
ticipation o f its value is repaid or other re­
ceivable items are similarly anticipated to cover 
the same or additional peculations, thus per­
petuating the fraud by a "lapping”  process.
F a l s e  D e b it s  t o  D e f e r r e d  C h a r g es
Charges which may be made to prepaid in ­
surance premiums, prepaid advertising or 
similar prepaid items may be used as a screen 
for shortages. This method is not in  favor 
due to the ease w ith which changes in these 
accounts are traced by those at interest, and 
the comparative infrequency o f such changes 
in connection w ith the relative small amounts 
o f such items generally.
F a l s e  C h a r g e s  t o  A n y  O t h e r  A s s e t  I t e m s
In  general, anything that may be carried as 
an asset on the balance sheet may be used to  
mislead the reader of the balance sheet under 
either o f two general motives, only the second 
o f which concerns us here.
The first motive o f misrepresentation is that 
the values may be in excess o f the assets they 
represent, either through poor accounting 
methods, lack o f care in the compilation o f 
the report or misrepresentation on the part o f 
the management o f the business as a whole.
The second general class o f misrepresenta­
tion is like the first w ith this difference. The 
"padding”  o f some or all o f the asset accounts 
is for the purpose of covering up some fraudu­
lent loss w ithin the business itself, and brought 
about surreptitiously by one or more of its o f­
ficers or employees. These are the cases that 
have been referred to in the preceding section.
C o v e r -U p  N u m b e r  2
D eb its  ( Reductions In )  Receipts o f  Cash
This method could properly be considered 
under two headings, (1) the "short-circuiting"  
o f receipts before entry and (2) the diversion 
o f receipts that have been acknowledged, but 
since the second class tends to run into Method
1, the charging o f asset accounts to cover up
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fraud, no such distinction is made here.
By far the most common method under this 
heading is the "ring ing”  of a cash register re­
ceipt "short,”  the difference between the 
amount collected and the amount registered 
being subject to peculation.
The "short”  total in the cash book Receipts 
or Total column by means o f which there is a 
lesser amount charged to the cash control than 
is actually received, has often been used where 
there is but little  supervision of the accounting 
fo r cash.
Where duplicate receipt books are used 
money has been lost by the use of a heavy 
cardboard inserted between the original and 
the duplicate sheets to prevent the registering 
o f the original amount on the duplicate copy. 
Later a false carbon copy is simulated, the 
figures being filled in  for a lesser amount.
A  collector, whose duty it  was to collect the 
monthly rents from a group o f company-owned 
houses in a coal-mining camp, reported as 
vacant on a form on which he made his sum­
maries of rents collected a house which was 
in  fact rented for a period of eight consecutive 
months. The fraud not being discovered until 
an audit o f the houses actually vacant was 
made. This case is distinguished from the 
previous by the fact that here there was a total 
unreport o f the collection whereas in the 
former cases there was presumably a partial 
reporting. This method has been utilized by 
salesmen, collectors, etc., when there was a 
likelihood that the sale or the collection could 
not be checked.
The "short”  deposit slip has also been used 
by agents at a distance from the home office 
•over and over again to cover up a withheld 
receipt.
Tax collectors, water-license collectors and 
other municipal agents have been repeated 
offenders in the matter o f reporting in  part 
or not at all or delaying reports (i.e., "lap­
ping” ) o f the monies entrusted to their charge 
and keeping, as even a cursory study of the 
law books on embezzlement trials w ill testify. 
In  the case of water rents, not only the dupli­
cate receipt form has been changed but the 
meter readings have been altered to reflect a 
smaller collection than was actually made.
One example of the "lapping”  process of 
•concealing a cash shortage appears to be called 
fo r under this section, though in  effect it is 
nothing more nor less than the excess debit
to asset accounts outlined in the first major 
division o f "cover-ups.”  Usually "lapping”  
operations are carried on in receivable ac­
counts, i.e., open accounts or notes.
Z. was the cashier and accountant for a 
branch life  insurance office. Among other 
duties he kept a record of the notes o f policy­
holders representing loans that had been made 
against the cash surrender value of the in ­
dividual policies. From time to time pay­
ments were made by the borrowers on these 
notes. Z. would issue a receipt fo r the pay­
ment, would enter the receipt in  a special book 
kept for that purpose, and would charge his 
account fo r cash w ith a part o f these current 
receipts. He would always withhold a portion 
o f these cash collections. As a rule, he would 
promptly report and deposit the payments 
represented by checks, but would fa il to re­
port the payments made in  cash or currency. 
As the shortage grew he was compelled to 
acknowledge at least a part o f it  as he was 
forced to make credit entries on notes that 
were finally paid and delivered to the borrow­
ers. He made i t  a rule to always credit the 
oldest note account from which he had previ­
ously withheld credits whenever he wished to 
repay a part o f his borrowings from the com­
pany or when there was a particularly large 
current collection o f negotiable money which 
he might withhold. Sometimes it was more 
convenient to use Mr. Brown’s check received 
today to make good the cash credit he had re­
ceived and misappropriated from Mr. Adams 
last month. Sometimes a check which had not 
been credited yesterday would be credited to­
day and the cash o f today’s receipts would be 
withheld. And thus the shortage grew until 
the day the insurance company’s auditor 
walked in  to check Z ’s books. The same day 
Z. le ft town and was not found fo r quite a 
while.
In  this connection, the "tax racket”  which 
had quite a vogue in  the larger cities o f the 
country needs mentioning. An agent of the 
city corporation appears to a taxpayer w ith a 
proposition to " f ix ”  his taxes fo r him fo r a 
lesser amount than the amount assessed. Upon 
receipt o f the requested amount he departs 
w ith the money, returning in due course w ith 
a tax receipt marked paid in fu ll for the taxes 
actually due. How he obtains this receipt is 
o f no particular interest to accountants. What 
is of interest is, that under this system the city
1933 THE CERTIFIED PUBLIC AC C O U N TAN T 477
may not receive any o f the money at all, or at 
best, receive only a part, depending on the 
extent to which the racket has been developed.
A ll o f these schemes fa ll o f their own 
weight in time. Ultimately it  becomes evident 
to someone that there is not as much asset as 
is claimed, whether the asset be food as in the 
case o f a restaurant, a tax ro ll in  the case o f a 
municipality or a candy inventory in  a drug 
store. Gross profit tests, too, have often 
brought such shortages to light.
Another source of loss to businesses as well 
as to municipalities is the "secret rebate”  and 
the "private graft.”  By a secret rebate is 
meant the arrangement which is sometimes 
entered into by agents to pay an agreed price 
for an article w ith a part o f the purchase price 
returned to the agent in  consideration o f g iv­
ing the order, very confidentially, it is under­
stood. How much is lost to business owners 
in this manner w ill never be known. Some­
times such agreements are "winked at”  by the 
manager himself or silently condoned in which 
case we may have an example o f the "private 
graft.”  Whether secret rebates or private graft 
is being carried on is a matter o f delicacy in 
most instances. Usually i t  is an illegitimate 
thing which must be brought to light. I f  such 
diversions o f company funds are approved by 
the management then they should be elevated 
to the dignity of being carried in  appropriately 
named accounts. Sales o f junk and by-products 
are examples o f the private graft that have 
often been surreptitiously hidden fo r years in 
devious ways. From a cost-accounting stand­
point such sales are as important as any that 
can be made and must be accurately accounted 
for in  even the smallest o f enterprises.
C o v e r -U p  N u m b e r  3 
Charges to Expense
For first consideration let us turn to the 
case where a false liability has been set up, 
the offsetting debit being to some vaguely de­
scribed expense or other charge. "Charge it 
to expense”  has often been the disarming in ­
struction to some confused bookkeeper when 
he has asked what the debit corresponding to 
the "b ig shot’s”  private credit might be. 
Vagueness is the sine qua non fo r the success 
of this method. Actual peculations entirely 
unauthorized are thus concealed in the ex­
pense accounts and not definitely described, 
particularly often in  country banks.
Sometimes the excuse for the false credit is
that a personal purchase or expense has been 
authorized. In  such cases the crime is com­
mitted when the false liability is set up rather 
than when the canceling debit is made. The 
prevention lies largely in  accurate complete 
journal entries rather than the wanted vague 
ones.
A  primary source of loss under this classi­
fication is the misuse o f a check or its mis­
appropriation. A  check is made out in  the 
usual course o f business and charged to its 
proper account. I t  falls into the hands of 
someone who in  one of several ways converts 
it  in whole or in part to his own use. In  this 
study we are not so much interested in  lar­
cenies and out-and-out forgeries which it is 
questionable as to whether they are w ithin 
the jurisdiction of accountants to discover and 
prevent, but several border-line cases are pre­
sented herewith. A  rather startling case is 
that o f the broker's clerk who many times 
made checks out to the broker’s bank drawn 
on the same bank. Taking one of these to a 
partner of the firm for signature he would tell 
a story of pledged securities which must be 
redeemed or of incoming securities attached 
to draft which must be taken up. W ithout 
further questioning the partner signed a num­
ber o f these checks, believing the story of 
the clerk to be true. Arrived at the bank this 
clerk would present the check to the exchange 
window and purchase w ith its proceeds a 
cashier’s check made to his own order. What 
he told the exchange clerk in  order to get this 
check does not appear in  the records but he 
never failed to get the cashier’s check which 
he asked for. In  all he obtained $22,000 in  
this manner. W ith  the cashier’s check made 
out to his own order he would take it  to his 
own bank fo r deposit, checking the money 
out a few days later. Presumably most o f these 
checks were charged to "box”  account, i.e., 
securities owned by the firm, but it is known 
that fo r temporary periods some o f them 
were charged to expense accounts that could 
stand the strain. Later when these expense 
accounts had increased out o f all proportion 
the expedient was adopted o f charging the 
expenses accurately in the book, but making 
out the monthly statements o f profit and loss 
on another basis to deceive the partners. Need­
less to say such a system could not survive an 
audit. When an audit seemed imminent all 
the records were attempted to be burned in  a
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faked fire, which only partially effected its 
object.
The "blank”  check entrusted to the hands 
o f the trusted employee who converts it  is an 
example too familiar to be repeated.
The losses made possible through the use 
o f "double identity”  have reoccurred suffi­
ciently to make their method worthy o f note. 
For an example consider the case o f "Q ”  who 
was at one and the same time president o f the 
bank and trustee o f the school board. In  his 
capacity as financial officer o f the school board 
he was from time to time given checks to use 
fo r school purposes. Reporting that he had 
paid indebtedness of the school board to the 
bank, debit entries were made to reflect the 
transaction. As a matter o f fact, however, 
a charge to the bank president would have 
been more appropriate because it  was he and 
not the school board that got the benefit of 
the check.
Then there is the "false”  payroll or the 
"dummy”  names on the payroll itself by the 
use o f which insiders gain possession o f pay­
ro ll money which is accounted fo r profit-and- 
loss purposes as legitimate payroll. This 
method has often been used through the col­
lusion of several parties to the crime, as for 
instance the treasurer, the paymaster and one 
or more "dummy”  employees whose function 
it  was to report fo r and sign the payroll, de­
livering the proceeds to the others in the crime 
for a stipulated fee.
The "faked”  invoice has caused many checks 
to go astray. Presumably issued to pay a bill, 
by either a simple or a devious method the 
money finds its way to the faker of the invoice.
In  this connection it  seems appropriate to 
mention the method which I  find is most 
usefully described under the heading o f "false 
stubbing.”  A  check is described as issued for 
one (a legitimate) purpose on the stub o f the 
check book or other original record, and is 
actually issued fo r another (an illegitimate) 
purpose. The completion of this crime in ­
volves the destruction or changing o f the 
checks when returned by the bank, but where 
there are many checks issued and infrequent 
audits the loss from this source has reached 
large totals before discovery.
The second use of cancelled checks or vouch­
ers has obtained money in at least one case that 
is a matter o f court record. The city treasurer 
obtained certain old warrants which had been
issued by the city to pay its interest on special 
improvement bonds and in  some instances for 
the redemption o f the bond itself. These war­
rants had been paid in  the city treasurer’s 
office and consequently bore no marks o f can­
cellation or rubber stamp imprints as they 
would have i f  paid through the city’s de­
positary. Being a sk illfu l penman he succeeded 
in  altering certain o f these to look like origi­
nal issues payable to his own order, subse­
quently cashing them out o f city funds.
The other side o f the "secret rebate”  or 
"private graft”  mentioned in  a preceding 
paragraph presents a frequent opportunity for 
illegitimate loss. A  payment is made to ap­
pear as a necessary or secret payment to some­
one outside the business for some mysterious 
services rendered, when in  reality it  is pay­
ment to someone w ithin the business for no 
service at all. Often this check is made out 
to the order o f the perpetrator due to the 
terrific "secrecy”  demanded by the transaction.
And then finally, it  seems appropriate to 
mention the "faked”  fire loss or the "faked”  
robbery which is resorted to as a final expedi­
ent to escape detection fo r fraudulent loss. 
When all other methods of "cover-up”  have 
been exhausted and discovery seems imminent, 
frightened employees have been known to rob 
themselves, strewing books and records about 
the office and manufacturing a tale o f rapine 
and plunder to fit the evidence. Fire has often 
been used to make the books unreadable or to 
destroy them when the labor o f concealment 
has been poorly or overdone. And also, the 
hiding or total destruction o f records has been 
resorted to in  a last desperate effort to cover 
up the tracks. These cases seem best intro­
duced under the above major heading of 
charges to Loss or Expense because it  is the 
intent o f the perpetrator thus to conceal the 
fraud.
C o v e r -U p N u m b e r  4  
Charges to L ia b ility  Accounts
The removal, reducing or temporary elimi­
nating of a booked liability creates an oppor­
tunity for concealment of a fraudulent loss or 
opens a way to create one.
Bank losses call fo r particular attention 
under this heading. How often the removal 
o f a savings account ledger sheet has been the 
"cover-up”  fo r a shortage w ill never be 
known. Its use is simple and relatively hard 
to detect, particularly in the case o f the routine
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bank examination which is always hurried and 
confined to a limited routine. I t  can hardly be 
expected that an examiner can te ll i f  an ac­
count sheet is missing unless he has some 
defininite evidence pointing to that conclusion.
The same method, too, has often been 
used in connection w ith checking accounts, 
especially so, i f  the account is a large and 
inactive one which is not likely to be called 
for or subjected to change. But as checking 
accounts have a way o f becoming active on 
short notice and are reducible w ithout warning 
upon the mere presentation of a check, they 
are not nearly so often tampered w ith as are 
savings accounts. More often temporary debits 
are inserted in  the individual checking ac­
counts to be credited out and shifted to other 
accounts as the need arises to do so and the 
opportunity affords, thus creating a "lapping”  
operation which is extremely dangerous to the 
perpetrator because of the watchfulness he 
must maintain at all times to prevent prompt 
discovery.
A  bank’s certificate o f deposit accounts have 
often been cancelled to cover an equivalent 
shortage. There are three principal ways in  
which this has been accomplished. (1) A  cer­
tificate has been issued, the money appropri­
ated and the liab ility therefor never set up.
(2) A  certificate has been marked paid in  the 
certificate register which in  fact is still out­
standing. (3) A  certificate is entered and 
marked paid as soon as issued when in  fact it 
is outstanding as a liab ility o f the bank.
A ll that pertains to certificates o f deposit 
applies w ith  equal force to cashier checks, 
certified checks, letters o f credit and other 
booked liabilities o f the bank except deposit 
liabilities when evidenced by formal receipts. 
Bank examiners have recently become more 
vigilant in  this particular opportunity fo r 
fraud, and keep running records o f open items 
in  these certificate liabilities which make this 
method more difficult than it formerly has 
been.
In  all other types of business the cancelling, 
reducing or failure to set up a liab ility have 
served to cover or create fraudulent loss. I t  
should be emphasized that creating o f an op­
portunity to steal is as dangerous as leaving o f 
unlocked cash available to the entire office 
force. In  every bookkeeping department the 
acknowledged liabilities should be booked as 
rapidly as possible. The reduction o f liab ili­
ties through any other means than actual re­
ceipts or authorized journal entries ought 
never to be permitted. In  this connection, the 
frauds concealed through the issuance o f false 
credit memos come to mind. By means of 
these liabilities have been unwarrantedly re­
duced and cash taken to balance the ledger.
Finally, it  seems appropriate to consider the 
extreme type o f careless or incompetent em­
ployee who loses his employer’s money without 
actually taking any fo r himself. The most ex­
treme example that has come to my attention 
is the cashier o f the one-man branch bank who 
allowed his customers to overdraw their ac­
counts without any remonstrance from him. 
When he found that he had total overdrafts 
of $100.00, fo r instance, he would remove 
enough customer accounts to balance both 
sides of his ledger, taking out the overdraft 
account at the same time. When finally he 
was investigated, he took his auditors to his 
private safety deposit box and showed them 
a batch of overdrawn account ledger sheets and 
another batch o f customer accounts which 
exactly balanced the amount of the overdrafts. 
" I  had to do it,”  he said, "to make the books 
balance.”  Asked why he had not demanded 
that the overdrafts be made good his answer 
was that he did not think i t  would do any 
good. One mining company had taken ad­
vantage o f his generosity to the extent o f a 
total overdraft o f $10,000.00. There was no 
evidence that he had ever taken a cent fo r 
his own use. Surely, such an employee as this 
would be worse than one that was out and out 
dishonest.
From a study o f the law reports covering 
these several methods of concealing an ac­
counting fraud, i t  appears that correct account­
ing control against fraud should require that:
(1) Receipts o f cash, whether in  the home 
office or in  the field, should not be withheld 
in part or in whole, or delayed as to their re­
porting (or deposit) more than one day.
(2) Disbursements should not be made 
without a proper authorization and except for 
value received by the business.
(3) . False assets should not be permitted 
in the records.
(4) Liability accounts can not be surrep­
titiously removed or reduced.
The "human factor”  must never be over­
looked. Some individuals prefer to take un­
warranted chances.
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TALKING SHOP
A  Department Conducted by L. G LU IC K , C . P. A .
When we mentioned Dean Acheson on page 
232 of the August, 1931, issue, we never 
imagined that we were talking about the future 
Under Secretary o f the Treasury. Chances are 
he didn’t either. On the other hand, when 
we mentioned the possibility o f excess profits 
taxes coming back, page 571, September, 
1932, book review, we proved a fine prophet.
The bulk of our correspondence comes to 
us direct to our home; it  always amuses us 
when members of The American Society send 
us communications c/o Mr. Springer, just as 
though they were not regularly supplied w ith 
a directory. O f course non-members would 
naturally send communications to Washing­
ton; and we particularly want to acknowledge 
the one we got late in June from Clarence 
Greene, of the State Comptroller’s office in 
Tallahassee, Fla. Letters like that make our 
shop-keeping worth while.
The tragic death of A. E. Erskine, on July 
first, was a cause o f grief to many. The im ­
portance of the man may be realized from the 
fact that the New York Tim es o f the next day 
gave him over a column of space and printed 
his picture. I t  mentioned his tax troubles, 
which we reported in  November, 1931, and 
July, 1932.
A  couple of correspondents say they see 
nothing remarkable about Philo’s idea o f a 
balanced world. They point out that Ralph 
Emerson wrote a famous essay on "Compen­
sation.”  W ell, the ideas do bear a family 
resemblance, but Emerson was no bookkeeper; 
and we think Philo’s philosophy is fine.
T a x e s
The burden of taxation imposed by recent 
legislation is going to produce a crop of 
evasion cases such as was never before known. 
The injustices and downright weight o f the 
numerous taxes are bound to lead to many 
deliberate violations of the law, as well as 
innumerable honest mistakes. So the case of
Griffith, 28 BTA No. 70, assumes importance, 
for it  seems to establish some precedents in 
regard to fraud and the statute of limitations 
in tax cases. The case of the H. E. Hunting­
ton Estate, 28 BTA  No. 57, is notable for 
its size, 32½ printed pages, and the number 
of lawyers employed. Robert H. Montgomery 
was one o f six who appeared for the plaintiff. 
The case of Bartlett et al, 28 BTA No. 56 
is interesting in that one Edgar Allen Poe ap­
pears both as one of the plaintiffs and counsel. 
The Canning and Thorsen cases deserve notice 
for a conflict o f laws. Originating in 24 BTA 
480, each o f them took appeals to their re­
spective circuit courts (7th and 9th) and got 
directly opposite results. The Supreme Court 
is in recess t i l l  October, so we don’t know 
how long we must wait for the last word. 
During the frenzied days of the bank holiday 
which accompanied Franklin Roosevelt’s In ­
auguration, the Supreme Court handed down 
a decision which escaped our notice until just 
the other day. I t  reversed the Circuit Court in 
the case of the S. & L. Building Corp., thereby 
reinstating the decision of 19 BTA 788. In 
Connecticut they have a special kind o f tax on 
property o f a deceased individual which has 
not been taxed w ithin the preceding five years. 
In  the case o f Achelis, 28 BTA No. 47, it 
was held that it  was a penalty, not a tax, and 
so not deductible. We dissent. I t ’s a plain 
nuisance. But as a revenue raiser we don’t 
understand why more hard-up states don’t 
adopt it. The importance of the Amtorg case 
to which we have referred twice before, is evi­
denced by the New York Tim es giving up 
more than a column to it  in the issue of July 9.
I n s u r a n c e  
In  the February, 1933 (p. 101), issue we 
had a piece entitled "A  Little Pure Theory,”  
which brings this belated but highly welcome 
supplement from "M ark” :
"A  good many years ago, when I  was just 
about a semi-senior w ith a boss who must have 
been the prototype of your Oldtimer, we had 
a case which provoked a lot o f argument in
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the staff room. A  client had erected a new 
steel and concrete factory, and moved into it 
just after the turn of the year. Instead of 
being able to start our annual audit on the 
tenth o f January, it  was almost February be­
fore they were sufficiently settled to have us 
in,
"Included in  my part o f the program was 
the insurance. W ell, I  saw a short cut and I 
took i t ; all the old policies had been cancelled 
and new ones issued on the new plant at vastly 
lower rates. So I  just took the cancellation 
credit as the value of the unexpired insur­
ance. A ll I had to do was examine the brokers’ 
vouchers for the new January policies. And 
the boss rejected my figures and made me go 
back and do the work as of January first, just 
as though the client had had no thought of 
moving. He insisted that those policies were 
worth that much on that day; and that i f  a 
loss occurred by reason of short-rate cancella­
tion on January second, then that loss should 
be charged to moving expense in the new 
year; that i t  was unfair to charge it  to the old 
year.
"Now as a matter o f pure theory I  suppose 
he was right. But as a practical thing he was 
wrong; the net difference was only a few 
hundred dollars on gross sales o f well over a 
m illion ; the job was on a fee basis, not per 
diem; and the detailed computations, even 
w ith the aid o f a comptometer, took me a half 
day. What do you think?”
I f  we ever get space we shall run in fu ll 
two recent communications about unusual situa­
tions. The more striking is about the audit o f 
a gambling club. I t  has one big difference 
from any other club audit we’ve ever heard 
o f; really ought to be worth a full-length 
article. The other is a very justified complaint 
about a State department which insisted on a 
client reporting on a straight cash-received- 
and-disbursed basis although the books were 
kept on first-class modern accrual basis. The 
striking item here is that it  was a woman o f­
ficial whom the C.P.A. could not convince. 
W ell, you can’t repeal the 19th Amendment.
The latest addition to the C.P.A. Father 
and Son Club is the Basson family. Philip 
E. is the father; Richard S. is the son. And 
another son, M ilton B. expects to join after 
the next New York exam.
On July 12 Charles Towne and B ill Don­
aldson started something that promises to be 
a big thing fo r the New York City accountants 
in  the downtown district. They sponsored a 
luncheon meeting at the Block H all Club, 23 
South W illiam  Street. I f  every Wednesday 
brings as good a crowd (there were forty the 
first time) it  w ill be fine. Visitors are always 
welcome.
T h e  Sh o p  T a l k e r s  
" I ’m darn good and peeved,”  began Sinbad. 
"W hat now?”  queried the Kid. "Somebody 
go insolvent on you?”
"N o ,”  replied Sinbad, "but somebody that 
ought to know better has addressed me as 
Esquire. And that’s as bad an affectation as 
wearing a monocle.”
"Seems to me,”  said Oldtimer, " I ’ve heard 
that before; or to be more precise, seen it  in 
print.”
"Yes,”  said Sinbad. " I  dug up that little  
editorial and quoted it  in my reply to that 
man. W hat’s more I quoted him article 148, 
paragraph three of Navy Regulations.”
"Says what?”  said the Kid.
"D on’t  rush me,”  retorted Sinbad. "That 
provides that officers below the rank o f Com­
mander are to be addressed as Mister; except­
ing surgeons who are Doctor.”
"Strikes me,”  said Blank, "that all o f you 
have missed the essential point. I  don’t like 
foreign affectations any more than you do, 
Sinbad, but they amuse me rather than peeve 
me. But those people who insist upon ad­
dressing us as Esquire instead o f Mister are 
downright wrong in law. Just read your
B.T.A. cases. Note who appears for the par­
ties. John W . Law, Esq., an attorney at law. 
Richard D. Blank, C.P.A., one o f us. ESQ. 
means a lawyer, and to apply it  to anyone else 
indicates the writer’s ignorance.”
"That point being settled,”  said Oldtimer, 
"le t’s talk about something more serious.”  
"Too darn hot,”  said the K id. "Let’s tell 
stories; have a try-out competition for the 
Order of Twelve in Milwaukee next month.”  
"Complaining of the heat he wants to tell 
that kind of story!”  exclaimed Sinbad. "He’s 
crazy.”
" I  hear,”  said Blank, "that the Chicago Fair 
is doing fine. Star was out there last week on 
business, and he said he wished he could have 
stayed over a few days to see more of it.”
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"Then make your plans fo r a stop-over both 
ways for the convention,”  said Oldtimer.
"A ll right,”  interrupted Dash. "N ow  I  
have a question to ask. W ho knows anything 
about this new school o f land economics that 
the Tim es  says is going to be opened in  Oc­
tober ?”
"W hy don’t you go around to its office and 
find out?”  retorted the K id. " I t ’s only a block 
from yours.”
"You’re right this time, K id !”  exclaimed 
Blank. "D irect verification is still the cardinal 
rule fo r us.”
"W ell, I ’l l  allay the curiosity fo r all o f 
you,”  said Oldtimer, "because the head o f the 
School is a contemporary o f mine, and he sent 
me a printed prospectus o f it. I ’ve known Dr. 
Ely fo r many years, and I  must admire the 
way he is pushing a new enterprise at his ad­
vanced age. I t  isn’t so new at that, except 
here in  New York, for he started this research 
out in  Wisconsin, then moved it  to Chicago, 
and it  must be a dozen years old. But now 
instead o f just a research group, there is going 
to be a real school, and I  hear the Regents are 
going to let them grant a degree. They haven’t 
adequate space yet, but there is plenty o f i t  to 
be had, and time to get it. Getting the 300 
graduate students they want is going to be a 
trifle  harder.”
"Never mind the students,”  said Sinbad. 
"M y old skipper, God bless him, used to say 
that he could run his ship w ith  half his crew 
i f  he had all his officers. W ho’s going to be 
on the faculty?”
" I t ’s a good point,”  replied Oldtimer. "The 
only name I  remember is Fred Shiply, who 
used to be on a city tax commission. But it  
was quite an impressive list.”
"Any o f us on it? ”  queried Dash.
" I f  you mean any Certified Public Account­
ants,”  replied Oldtimer, "the answer is no.”  
"Then the school is not much good,”  said 
Dash. "Economists and tax commissioners are 
all righ t; and no doubt they have a couple o f 
esquires lined up fo r law. But how they can 
give a complete course without some attention 
to accounting, I  can’t imagine. Realtors are 
notorious fo r their bad accounting, i f  they 
keep any books at all. And i f  this institute is 
going to accomplish its purpose o f creating 
more intelligent management of realty, those 
students w ill have to learn something about 
accounting; i f  not how to keep accounts them­
selves, then the necessity for having some one 
do it  fo r them correctly.”
"N o t forgetting having one o f us audit 
them regularly,”  said the Kid.
"The K id  is good today,”  said Oldtimer. 
"But seriously, Dash is quite correct. I t  was 
only last week that I  had a long letter from 
Homer Pace in  which he commented on the 
difficulty which he and others had in  getting 
competent teachers; men who not only knew 
their subjects but could impart that knowl­
edge to others. I  don’t  know how even a 
very good economist can put over the need 
for accounting as well as any one of us practi­
cal men.”
"That being the case,”  replied Dash, "le t’s 
all apply fo r jobs there; I  th ink all o f us 
except Oldtimer could use them.”
" I  could too, gentlemen,”  replied Oldtimer, 
"but I  th ink in  all fairness we ought to let 
Dash apply first; he brought up the subject.”
Twice during the early part o f this calendar 
year we wanted to refer to something which 
we had written fo r this department. Each 
time it  took us a disconcerting amount o f time 
to find it. Then we remembered a couple (no 
more) suggestions from customers that the 
Shop have an index. The annual volume in ­
dexes, they said, were fine excepting that they 
just listed the Shop and le ft readers to imagine 
what was in  it.
So we have made the index; although we 
prefer to call i t  taking inventory. W e knew 
we had purveyed a lo t o f merchandise, but 
were quite astonished to see that our inventory 
cards numbered over three hundred, w ith 
names rig idly excluded. The Shop w ill start 
its fifth  year in  October. So in  September, it 
w ill be closed as usual fo r inventory and con­
ventions, but the index w ill be published to 
date. Hereafter there w ill be annual supple­
ments which w ill involve less work fo r us. 
We trust our patrons w ill enjoy this additional 
service.
M u n ic ip a l Finance, fo r August, published 
by the Municipal Finance Officers Association 
o f the United States and Canada, carries a fu ll- 
page ad prepared by The American Society o f 
Certified Public Accountants, the gist o f which 
is that Municipal Audits Should Be Made By 
Certified Public Accountants.
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The Other Side of the Tax Problem*
T H E  revolt o f the taxpayers is a fact. A ll 
about us we see it  and hear it. Whole 
counties are aflame w ith it. Great crowds are 
being hurriedly mustered to march upon county 
courthouses, city, village, and town halls, and 
even on the district school meetings. Budgets 
are being slashed on every hand. County 
nurses, agricultural agents, and many other 
once respected and desirable public employees 
are fa lling  to right and to left.
Perhaps now is the time for calm study and 
deliberation on the subjects o f taxation and 
public expenditure. Moderate speech and care­
fu l consideration both seem to be out o f tune 
w ith the times. Certain leaders of taxpaying 
groups, aided by the editors o f certain widely 
circulated city newspapers, have taken advan­
tage o f the present depression to inflame the 
most distressed taxpayers to take immediate 
drastic action. These leaders and editors ap­
pear to have no program other than a destruc­
tive one. They oppose constructive changes in 
the tax system and demand only that taxes be 
cut, and cut, and cut again. W ithout consider­
ing at all the reasonableness or the ultimate re­
sults of the reductions made, they boast o f 
every and any cut as a step in  the right direc­
tion.
In  the present emergency, and always, the 
citizen who believes in the services now being 
rendered by his government (National, State, 
or local), and the public official or employee 
who is giving part or all o f his life  to the 
public service, needs to know why the public 
services are desirable. He needs to answer un­
reason w ith reason. He needs a philosophy o f 
government and o f public expenditure. He 
needs this especially at the present time, be­
cause so many o f the ideas now going the 
rounds o f the press mean nothing more nor 
less than a destruction o f many useful services. 
Let us examine a few o f the principal ideas.
" R e n d e r  U n t o  Caesa r ”
The first and most basic idea to be analyzed 
is the "Render unto Caesar”  idea o f govern­
ment and taxation. This notion underlies 
much o f the present agitation. According to 
this idea, government is something apart from
* Reprinted from M innesota M unicipalities.
the people, outside and above them, bearing 
down upon them and making them mere serfs. 
I t  looks upon government as a sort o f distant 
Caesar, who still, as in the days o f Christ, 
sends his taxgatherers among his subject peo­
ples, to take money for his own uses. I t  is the 
view that government and the people are as 
far apart as the poles, utterly opposed to 
each other, and that every increase o f the 
power and the activity o f the government is 
a burden and an oppression to the people. 
The government is "they”  as distinct from 
"us.”
But what is the actual situation in the United 
States today? Is there anyone who thinks 
about it  who does not see the fallacy of this 
idea in  our situation? Practically all adult 
citizens among us have the right to vote, 
and the government is responsible to them. 
I t  is their government, their organization for 
cooperative action. N o public function or 
expenditure can be authorized unless ap­
proved by the voters directly (as in  town 
meetings), or indirectly through their rep­
resentatives in legislatures, boards, and coun­
cils. These bodies are not forcing their serv­
ices on the people. On the contrary, one o f 
their main problems for years has been to 
dissuade large groups of citizens from going 
too fast and too far in  demanding services 
from the government. In  other words, the 
government today is a servant, not a Caesar, 
and this is most strikingly true o f local gov­
ernments which are directly under the voter’s 
eye and control.
" T h e  Su r p l u s  o f  G o v e r n m e n t ”
Even so it may be argued that government 
is doing too  much, that there is a "surplus of 
government,”  as one editorial put it. "Govern­
ment has gone into business, into social serv­
ice, even into supervision of the homes o f its 
citizens. A ll these activities cost money.”
Yes, it is true that government is doing 
more than it  ever did before in  this country, 
and what is more, the end is not yet. Every 
important invention— the automobile, the 
radio, the airplane— calls fo r more public ex­
penditure, to build highways and airways, to 
provide landing fields, and to regulate the 
new facilities in the public interest. Every ad­
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vance in  the standard o f living, now tem­
porarily halted, calls for more governmental 
activity, such as providing education, libraries 
and parks.
The demand for these things come from 
every class— from farmers, laborers, business 
men, and the professions. In  fact, the very 
newspapers which denounce high taxes in  the 
abstract, demand new government services in 
the concrete. The Mississippi must have a 
nine-foot channel— at government expense. 
The Great Lakes route to the sea must be deep­  
ened and opened— at government expense. 
Municipal auditoriums must be built (and 
maintained), rivers and harbors improved, 
docks constructed, airports acquired, hangars 
built, new highways graded and paved, sewage 
disposal works installed— at government ex­
pense! Yet, i f  these things be good, what about 
the county nurse? Shall i t  be "B illions for 
waterways, but not one cent fo r nurses?”
What is wrong, then, about the increase of 
government activity? In  his Lincoln Day ad­
dress, 1931, M r. Hoover is reported to have 
said: "The true growth o f the nation is the 
growth of character in  its citizens. The spread 
o f government destroys initiative and thus de­
stroys character.”  A t this point in  his address 
he was merely saying what many other Ameri­
cans are saying and thinking, and it is this 
common American idea w ith which we are 
concerned.
Unfortunately fo r the logic o f this proposi­
tion, those who put it  forward are unable to 
adhere to it. The President himself, in  two 
important messages to Congress, 1929 and 
1931, found it  logically necessary to recom­
mend extensive increases in  the activities o f 
the national government. Surely he would 
not recommend things which in  his judgment 
would destroy character. W hat he probably 
meant by the general statement quoted above 
was that certain expansions o f activity by the 
national government, such as unemployment 
insurance, would in  his judgment help to 
destroy the initiative o f some people and 
would therefore be bad. The same things done 
by State and local governments would not, in 
his view, necessarily be wrong.
This modifies the statement considerably, as 
we think M r. Hoover would have modified it, 
but as many others do not. I f  unqualified the 
statement can lead to nothing but destruction 
o f all government. I t  gives no starting point,
no fixed minimum of governmental functions. 
I f  every addition to the activities o f govern­
ment, recent or remote, destroys character, then 
we should begin at once to abolish all gov­
ernment functions. This is exactly what the 
anarchist writers recommend, for they hold 
that any government whatever is detrimental 
to character. But George Bernard Shaw has 
sufficiently revealed the impossibilities of 
anarchism and we need not repeat the argu­
ment here.
In  conclusion, upon this point we may say 
that increase of government services in  our 
modern dynamic society appears to be inevit­
able; that this increase does not appear to be 
harmful to character as yet; that, in  fact, many 
services such as education, are probably bene­
ficial to character; and that most other services 
can be justified on this or other grounds. In  
fact, is is probably true that the extent and the 
qua lity  o f the services rendered by governm ent 
are the best measure o f  the c iv iliza tion  o f any 
people. The most advanced and civilized 
people are those who have the best and most 
extensive government services —  from post 
offices down to parks and playgrounds.
A r e  P u b l i c  Se r v ic e s  " U n p r o d u c t iv e ? ”
I t  is frequently said also that government 
services and expenditures are "unproductive.”  
I t  is difficult to know just what this means. 
On the one hand we are being urged to "buy 
as usual”  anything (except government serv­
ices!), whether it  be cigarettes or cosmetics 
or chewing gum or hip-flasks or books in 
fancy bindings and automobiles which we do 
not need. The argument is that thus we w ill 
stimulate "productive”  business. On the other 
hand we are exhorted to cut our public ex­
penditures and our taxes, as i f  they were 
wholly unproductive. Several possible mean­
ings may be considered.
In  the first place it  may be said that money 
put into a new road or a new school results 
in taking some land off the tax rolls, so that 
i t  is no longer productive o f taxes, whereas 
money put into a new factory increases the 
taxable property and the sources o f taxation. 
W ith in  limits this is true, but let us remember 
that the new school and the new road also 
increase taxable values in  the v ic in ity , and that 
they are accepted now as just as necessary as 
the homes to house the factory employees, who 
build their houses along the new road and 
send their children to the new school. Fur­
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thermore, unless population is increasing, the 
opening o f a new school probably means that 
some old school can be razed, and the land 
sold and returned to a taxable status.
Another thought is that taxation takes 
"money that otherwise might go to purchase 
goods”  and thus give employment to labor and 
stimulate business. Tax money is supposed 
not to be used to purchase goods. Factories, 
wholesale houses and retail stores are thought 
to be little  benefited by money spent through 
the public purse. Such a notion shows a deep 
ignorance of public administration. Tax money 
goes first to pay officers and employees, who 
in turn spend practically every dollar not saved, 
in the community or State in which they live. 
They help to keep business steady when others 
have reduced their purchases. Second, govern­
ments themselves buy goods and materials of 
many kinds— steel, stone, brick, lumber, glass 
and paint for buildings; steel, cement, crushed 
rock, gravel and equipment for highways; 
gasoline, oil, fuel, soaps, brooms, stationery, 
furniture, farm produce, clothes and many 
other things, fo r public works and institutions. 
The present demand for a large public con­
struction program is based upon the undoubted 
fact that government activity does stimulate 
the demand for labor and goods. Directly and 
indirectly, tax money is used to purchase the 
products o f the farm, the mine, the forest, 
and the factory.
Finally, productivity may be considered from 
the viewpoint o f social values. I t  is sometimes 
said that men le ft to themselves to spend their 
own incomes would get better values, that the 
money would be spent more th rift ily  than are 
tax moneys. This is partly a question of the 
purposes o f expenditure, and o f the actual 
objects which are purchased. "When men do 
things for themselves”  they undoubtedly make 
many wise and th rifty  expenditures— for food, 
clothing, shelter, and insurance. No one would 
attempt to deny the wisdom o f these expendi­
tures. But men also expend money for one or 
several o f the fo llow ing things, o f which the 
social value is n il or less than n il— stock- 
market speculation, purchase o f "wild-cat”  
stocks, real estate speculation, gambling, ex­
cessive quantities of intoxicating liquors and 
tobacco, and many extravagances of an ostenta­
tious type, involving "conspicuous waste.”  
How many are not now bewailing the fo lly  o f 
their recent stock speculations! How much
better it  would have been fo r most o f us i f  
most o f the money thus lost could have gone 
into highways, schools, sewage disposal works, 
and other public facilities. We would at least 
then have something socially useful to show 
for it.
One thing we need is a sense o f social 
values. W hy should we bewail the increased 
expenditures on education and boast of the 
relatively greater increase in expenditure on 
cigarettes? Does the fact that the latter is so- 
called "voluntary”  expenditure on goods made 
by private business, make it  any more socially 
useful? I t  is certainly a topsy-turvy world 
when we are urged to increase or maintain our 
expenditures on true-fables magazines, useless 
gadgets fo r automobiles, or anything made by 
"productive”  private industry, and at the same 
time to cut our expenditures on public l i ­
braries, health work, and eradication of insect 
pests. I f  fr ills  must be eliminated, why should 
we not begin w ith some of the real fr ills  o f 
modern life?
W a s t e f u l n e s s  I n  P u b l i c  E x p e n d i t u r e s
Another popular notion is that much, i f  not 
most, o f the tax dollar is wasted. Extrava­
gance, inefficiency, and even graft are freely 
charged by some citizens against all public o f­
ficers and employees. No charge is more easy 
to make or more difficult to prove. As com­
pared w ith many private businesses in recent 
years, governments generally may hold their 
heads fa irly high, but this does not justify 
complacency. Every government and every o f­
ficer needs constantly to watch income and out­
go to make sure that the public is getting its 
money’s worth. W hat some are already doing 
to stop up the leaks, every local, State and na­
tional government needs to try to do. Waste 
is unjustified in  any government.
But to say that "Whatever the service that 
is bought, government does not get as much 
fo r its dollar . . .  as the citizen could get by 
spending the dollar himself”  is patently ab­
surd. I t  is the sort o f assertion that is too 
common in the present controversy. Let any 
man go out and try to buy an education for 
his children, instead of sending them to public 
schools. Or let him try to buy roads or any 
other thing. The idea is so silly that it, o f 
course, does not merit further discussion. The 
public has asked the government to do many 
things fo r i t  just because the private citizens
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could not get a fa ir and economical deal in  any 
other way.
There is a positive case for government serv­
ice right along this very path, a case which 
many people overlook. A  government, having 
taxing power, can distribute the expense bur­
den fo r services more equitably than would 
otherwise be possible. Having the power of 
eminent domain it  can frequently acquire 
needed land cheaper than private persons 
could. Having the police power it  can compel 
the use o f its facilities in  such a way that all 
who need the services can get the benefit o f 
them. I t  can compel all children to attend 
school, and all persons to be vaccinated. I t  can 
thus f i l l  its schoolrooms and get a more even 
and balanced teaching load fo r each teacher. 
In  public health it  can, by a small expenditure 
on preventive work, save many lives, prevent 
much sickness, and eliminate many large doc­
tor and hospital bills which would otherwise 
have to be paid. In  many cases, also, public 
expenditures result in  "multiple utilities”  as 
can be seen i f  one compares a public road used 
by many each day, w ith a private drive in  a 
wealthy man’s estate, or a work o f art hung in 
a municipal art gallery w ith one bought at the 
same expense and hung in  the home o f a single 
individual. A ll o f these considerations point 
to the conclusion that public expenditures, 
when comparable w ith private, probably result 
in  more benefit fo r each dollar spent than do 
private expenditures.
One more point needs to be considered. A  
local government in  this country may expend 
money only fo r "public purposes,”  as defined 
in  advance by laws and court decisions. Thus 
there is a collective judgment on the propriety 
o f the purpose of the expenditure in  every case 
except where law is violated. Further, every 
expenditure can be reconsidered every year at 
budget-making time, by a group o f public rep­
resentatives. When times are good, their 
scrutiny o f expenditures is not always suffi­
ciently careful, but when hard times come it 
can always be made strict again. Finally, any 
taxpayer or group o f taxpayers always have it  
in  their power by court action to delay unwise 
expenditures and to defeat unlawful ones. 
Thus there is thrown about the process o f 
public expenditure a group o f safeguards 
which do not generally operate in  the case of 
private indebtedness. How many o f us do 
not recall unwise expenditures made by us as
individuals on the spur of the moment and 
without due consideration!
A r e  T a x e s  t h e  C a u s e  o f  H a r d  T im e s  ?
I t  is sometimes said that taxes are the cause 
o f hard times— or at least that they are keep­
ing times hard. We cannot analyze this point 
in  detail, but suggest two hypothetical cases—  
that o f a farmer, and that o f a partly employed 
city workman.
In  1928 farm produce had a good market at 
fa ir but not high prices, while the city work­
man was steadily employed. By 1931, farm 
produce had dropped to one o f the lowest 
price levels in  recent history, and the city work­
man was only employed fo r part time.
1928 1931
Farmer, cash income.................$1,400 $300
Taxes ....................................  110 120
Net income............................$1,290 $180
City Workman, cash income.. .$1,600 $700 
Taxes ....................................  100 110
Net incom e............................$1,500 $590
W hile these are hypothetical cases, they are 
perhaps fairly typical fo r the most unfortunate 
farmers and the most unfortunate class o f city 
workmen. D id  taxes "cause”  the great reduc­
tion in their incomes between 1928 and 1931 ? 
Who can say? Are taxes keeping them poor? 
The question is really how well off would they 
be i f  they paid no taxes whatever? The answer 
is that they would still be much worse off than 
in 1928 after deducting that year’s taxes. What 
is keeping them poor, generally speaking, is 
the terrific drop in farm prices and the wide­
spread unemployment. Beside these two major 
catastrophes, taxes are relatively much less im­
portant. They are a serious irritation, but 
hardly a major cause.
W h a t  N e e d s  t o  B e  D o n e  ?
But cannot the tax burden be reduced ? The 
writer believes that it can be, w ill be, and is 
being reduced. The taxpayers’ revolt has had 
the useful result o f calling to the attention of 
many public officials the fact that a depression 
has come and that every possible economy 
should be practiced. Some expenditures may 
have to be increased, such as those for poor 
relief, but reasonable economies can be made 
in many other directions. These possible econ­
omies should all be tried, but always with the 
( Continued on page 490)
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Our Hope for Tomorrow*
By P h ilip  S. S u f f e r n ,  C.P.A., New Y ork City
T O  the graduating class o f 1933, and others 
who are here honored w ith degrees today, 
I extend my sincere congratulations. I t  is an 
encouraging sign to find so many who, during 
the depression through which we have just 
passed, had the foresight to adequately prepare 
for their life  work.
Although at one time family connections or 
influence were considered the most essential 
qualifications fo r entering business, or the pro­
fessions, that is no longer the case, and more 
and more stress is being laid on the breadth 
and thoroughness of the education and the 
moral and mental qualities o f an applicant 
being considered fo r a position o f trust and re­
sponsibility, and these are equally necessary 
as the basis fo r professional life.
The Business and Accounting courses just 
completed have been planned along broad 
fundamental lines and should enable you to 
enter w ith familiarity and confidence those 
fields o f business— accountancy or other oc­
cupations— that you have each chosen for 
yourselves.
I t  should be clearly remembered that the 
advanced and best ideas o f 1933 w ill be con­
sidered "old-fashioned”  not so many years 
hence. I t  is most important that you should 
each progress and keep abreast o f the foremost 
thought and practices in  business fields and in 
accountancy as well.
One o f the best ways in  which you can 
maintain the headstart that you have today is 
by continuing your studies, subscribing to and 
reading and digesting the best o f the technical 
magazines published in  fields o f your special 
business and the best o f publications relating 
to accountancy. Set aside a definite part o f 
your income fo r self-improvement— out o f 
this fund may come the price o f the magazines 
and books purchased, and there should be a 
sufficient balance le ft to meet the dues o f your 
local and State accounting or trade societies. 
You should join  the national organizations too, 
when funds permit.
In  these societies you w ill find discussed the
* Commencement Address to the Graduating 
Class of The School of Accounting, Commerce and 
Finance, St. John’s University, Brooklyn, N. Y .
important current problems. Many a vexed 
question that is causing trouble in  your own 
practice, or your employer’s practice, you w ill 
find solved at these meetings. You w ill also 
find the officers o f  the State societies ever 
ready to consider and assist you in  meeting 
unusual problems that you have not previously 
encountered in  your own experience. There 
is a further benefit in  not only joining, but in 
actively participating in accounting societies, 
for through the participation you become 
known to the others and in  time your opinion 
w ill be sought and you w ill be known to 
bankers, lawyers, and business men as one o f 
the leaders in  your profession. I t  is also well 
to remember that there is an obligation to do 
your part in  advancing the work and standing 
o f your profession, and not merely receiving 
the benefit o f the thought and work o f others.
What is your hope fo r tomorrow, and how 
can success come most quickly? Whether your 
plans are along business, teaching or account­
ing lines, the real prospect fo r successful con­
nection, recognition and advancement is along 
special lines and recognizing and meeting the 
unusual opportunities. This thought is well 
expressed by Edgar A. Guest in  the fo llow ing 
lines:
T he things that haven’t been done before  
A re the tasks worth w hile today;
A re you one o f  the flock that follow s, or 
A re you one that shall lead  the way?
A re you one o f  the tim id souls that quail 
At the jeers o f  a doubting crew,
Or dare you, whether you win or fa il,
Strike out fo r  a goal that's  new?
I f  you are going in  business are you only 
going to look fo r a job, or are you planning 
to tell an employer looking fo r an assistant 
that you have had training or are familiar w ith 
charting business trends; that you can prepare 
and continue graphs comparing relation o f 
sales to gross profit or comparisons o f sales, 
direct manufacturing costs, factory overheads, 
sales expenses and the net profits. Are you 
prepared to sell yourself to the employer by 
emphasizing some way in  which you can not 
only meet the need in  his mind but also add 
that indefinable extra service that brings him
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to decide that he has found the right man, or 
woman, for his need?
I f  you are to take up teaching, just what are 
you planning to do? Are you going to be con­
tent w ith working out a stereotyped course 
and fo llow  it  year by year, or are you already 
planning to have a fixed and high aim, and 
arranging to carry a schedule that w ill improve 
and advance as the years .go on? Reference to 
your own college w ill perhaps emphasize my 
meaning as well as anything. The commercial 
and accounting school started only seven years 
ago could have reasonably expected a relatively 
small enrollment, but increasing slightly from 
year to year, and that is all it  would have had 
i f  it had stuck to the ordinary type of com­
mercial courses given elsewhere. But your 
college has not been content w ith being a fo l­
lower of general plans; it  has branched out 
along somewhat original lines; its Dean and 
faculty have been called on repeatedly to 
lecture and present some of its exhibits to 
other organizations and it  has sought to de­
velop its students along individual lines and 
then prepare them for life  in  a wider, broader 
way than is usually the case. The result in 
the growth o f the college is obvious.
And a word fo r those who are planning to 
take up accountancy as a profession. You are 
all familiar w ith the normal auditing, financial 
examinations, cost work and kindred matters 
that comprise the bulk of the practice o f Cer­
tified Public Accountants. Frequently less 
stress is given to other types of services that 
the practicing accountant is called on to 
render, and to these I would call your atten­
tion.
I t  is not difficult to hire good accountants 
who can properly analyze accounts and present 
their findings in well arranged statements. 
W ith  the statements ready, one real opportun­
ity fo r service by the accountant is presented. 
Th e accountant who is familiar w ith general 
trade conditions, and who is enough interested 
in his client’s affairs to study the reports relat­
ing to that particular industry, can helpfully 
discuss w ith his client the trend of his own 
business in  comparison w ith the industry as 
a whole. He can point out costs that are out 
o f relation w ith best business practices, and 
can in many cases prevent losses or increase 
profits through wise counsel and advice.
Each of the large or relatively large account­
ing firms frequently receives requests by clients
for a man of good training and judgment, 
and who is a student o f accounting and busi­
ness problems, and who is available for a 
treasurership or comptrollership. The salaries 
offered for these positions are often several 
times what the accountant earned with, or was 
worth to, the firm o f accountants that em­
ployed him. These offers only come to the 
man of imagination who has shown himself 
to possess something beyond the trained but 
unprogressive student o f accounting.
There are some other fields in which we 
may find the trained accountant in  increasing 
demand. Each municipal investigation has dis­
closed political appointees who have cost the 
taxpayers a lot of money through their failure 
to account for all funds in their custody. I 
believe that in our public life  there w ill be an 
increasing call fo r men who have been trained, 
and who can be expected to furnish a proper 
business administration o f their office.
One o f the Treasurers o f a neighboring 
State is a Certified Public Accountant, and we 
find them as City Commissioners and perhaps 
we might, in  time, expect one to become the 
Secretary o f the Treasury, or even the Presi­
dent. W ith  these fields open can one feel that 
there is no chance?
N o  chance? W hy  the w o r ld  is ju s t eager fo r  
T h ings tha t you ought to create 
I ts  store o f true  wealth is s t i l l  meagre 
I ts  needs are incessant and great,
I t  yearns fo r  more pow er and beauty 
M ore  laughter and love and romance,
M ore  loyalty, labor and duty,
N o  chance— W hy there’s no th in g  but 
chance!
— From " O p p o r t u n it y , ”  by Berton Braley.
The positions o f importance that I  have 
mentioned are not, o f course, the only measure 
o f success. Although such positions would be 
highly remunerative, we, unfortunately, too 
often think that the amount o f remuneration 
indicates the degree o f success. This is far 
from true, although we may each hope and try 
for a fair measure of success as viewed from 
the monetary standpoint. Money may be made 
at the sacrifice o f all moral principles and ac­
cepted ethics, and at a terrific cost to self- 
respect and in a final loss o f reputation and 
practice.
N ot only the professions, but business or­
ganizations as well have adopted codes of
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ethics governing the conduct o f their mem­
bers. These rules as applying to accountancy 
are, in general, that the members o f the so­
ciety shall realize that they are members o f a 
profession and as such shall conduct them­
selves as professional men and women; that 
they shall not indulge in advertising or solicit 
the clients o f other certified public account­
ants, or issue any misleading or false state­
ments.
Beyond even the prohibitions as contained 
in  by-laws or codes of ethics there are those 
fundamental moral principles which should 
underlie all our relations w ith our fellow men. 
True success and inward satisfaction can only 
come when our lives are lived in harmony 
w ith God, and we stick to those religious 
principles that are our choicest heritage hold­
ing undeviatingly to truth, honesty, and fidel­
ity. There are other qualities that have their 
bearing on success, and I  would like to briefly 
mention the part which they play in  profes­
sional or business life. These qualities I pre­
sent in the follow ing order:
Courage— The first job may not be easy to 
get, and there may be a tendency to wonder 
i f  your years o f preparation have been wasted. 
Don’t give up—
Y o u  can do as much as you th in k  you can,
B u t you w i l l  never accomplish m ore ;
I f  you’re a fra id  o f yourself, young man, 
There’s l i t t le  fo r  you in  store.
F o r fa ilu re  comes fro m  the inside first,
I t ’s there i f  we on ly  knew  it,
A n d  you can w in , though you face the worst, 
I f  you fee l tha t you’ re go in g  to do it.
— From "H o w  D o  Y o u  T a c k l e  Y o u r  
W o r k ?”  by Edgar A. Guest.
Application— W ith  an absorbing purpose 
apply yourself to the work in hand. There is 
no surer course to failure than through a lack- 
a-dasical and half-hearted endeavor. Do not 
belittle any part o f your work. In  public ac­
counting, teaching, or business, each part o f 
the work is worthy o f honest effort and ap­
plication to all those tedious details that are 
burdensome, but necessary, to produce a fin­
ished job.
Perseverance— Many an enterprise entered 
into w ith courage and w ith meticulous atten­
tion to the principles involved, and the detail 
required, has failed of success because o f the 
drudgery involved and the failure to persist 
until the completion o f the work.
Every public accounting office has illustra­
tions in the members o f its staff o f those who 
though brilliant and versatile may be counted 
on to produce a splendid piece o f work, pro­
vided that it  does not call fo r persistence be­
yond the in itia l interest in the engagement. 
Many such a man has failed to w in a partner­
ship while some one or other of the staff, less 
brilliant, but more thorough, has received the 
honor because o f the knowledge that they 
could always be relied upon to creditably finish 
any work assigned to them.
Perhaps you recall what W alt Mason said 
about this:
One fe llo w  is lazy and watches the clock 
A n d  waits fo r  the w h istle  to b lo w ;
A n d  one has a hammer, w ith  w h ich  he w i l l 
knock,
A n d  one te lls a story o f woe;
A n d  one, i f  requested to travel a m ile,
W i l l  measure the perches and roods;
B u t one does his stunt w ith  a w h istle  o r sm ile—  
H e ’s the man who delivers the goods.
— From " T h e  W e l c o m e  M an ,”  by 
W alt Mason.
Coöperation— In the social world in which 
we live, it  is true that we are each, to a certain 
extent, the master o f our own fate, laying out 
the plan of life  to which we are to adhere, 
and determining the road on which we w ill 
travel; but it  is no less true that we cannot 
reach the goal that we have set, entirely alone. 
We are all members of a great human family, 
and each plays a greater or smaller part in  the 
success of another; fo r our lives to count the 
most as men and women, both from a per­
sonal standpoint and also from a business or 
professional point o f view, it  is necessary fo r 
us to realize the need fo r cooperation. The 
necessity fo r keeping in  touch w ith others who 
are traveling our own road through member­
ship in  professional societies, or trade or­
ganizations, has already been referred to; but 
our contributions to others, or the benefits 
received from cooperation, go even further 
than that. In  the building of a clientele, it  
becomes necessary to recognize the unre­
munerative demands that are made upon one’s 
time, and which are not without their indirect 
values. Through the services rendered to 
churches, community chest drives, certain clubs 
or eleemosynary institutions, which may be 
entirely unremunerative or for which, at best, 
you receive little  pay, may come those ac­
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quaintances or friends from whom you w ill 
receive valuable introductions which may result 
in profitable clients that remain w ith  your 
office for many years.
I  would not have you misunderstand me 
and believe that cooperation should only be 
given where you believe it  w ill ultimately re­
dound to your personal benefit, fo r there is a 
duty to cooperate and assist fo r the sake of 
the benefit to others, and that is not without 
its pleasure too. This is well expressed by Sam 
Walter Foss in his " H o u s e  b y  t h e  Sid e  o f  
t h e  R o a d .”  Where can you get a better i l ­
lustration o f that pleasure than in  his conclud­
ing lines:
Let me live in my house by the side o f  the 
road ;
It’s here the race o f  men go by.
They are good, they are bad, they are weak, 
they are strong,
Wise, foolish— so am I ;
Then why should I  sit in the scorner’s seat,
Or hurl the cynic’s ban?
Let m e live in the house by the side o f  the road  
A nd be a  frien d  to man.
W ith  courage, application, persistence and 
cooperation as the stepping stones on which 
you w ill go forward from  the sound, technical 
preparation that you have had to the unknown 
future, there is no reason why you should not 
each reach the success and its reward that you 
have all individually dreamed of, and hoped 
for, and to you each I  again extend my con­
gratulations and wish you Godspeed on the 
further steps of life.
The Tax Problem
( Continued from  page 486) 
clear purpose o f maintaining as fu lly  as pos­
sible every useful service.
Should the salaries o f public officers and em­
ployees be reduced? There is no fact basis 
fo r such action, and the long-run effect on the 
quality o f public service may be very serious. 
This does not mean, however, that in  many 
places some salaries and wage-scales might not 
be found which are out o f line and unjustified. 
Only by careful study could such situations be 
revealed. Such studies should be made.
Every effort needs to be made to bring pub­
lic expenditures to as low a point as is con­
sistent w ith reasonable efficiency, but this alone 
w ill not be enough. The question o f economy
cannot be separated from the question o f fa ir­
ness in the tax system. Every study made in 
recent years has revealed that farmers as a class 
have borne more, much more, than their fair 
share of taxes. The small home owner has also 
suffered under our present taxing system. 
Merely to cut taxes and expenditures w ill not 
remove these inequalities. The system as a 
whole needs to be reconsidered and over­
hauled.
NO TES
On May 4, 1933, Herrmann Herskowitz,
C.P.A., addressed members o f the National 
Institute o f Credit and the Uptown Credit 
Group, New York City, on "Glaring Omis­
sions in  Balance Sheets and Statements o f In ­
come Profit and Loss.”  On May 5 he spoke 
before the Beta Gamma Sigma Fraternity o f 
New York University on the subject o f "O p­
portunities in  the Accounting Profession—  
Today and Tomorrow.”
New York State Board o f Regents has au­
thorized St. John’s College, Brooklyn, to 
change its charter title to St. John’s University. 
The college, which was chartered in 1870, now 
has five colleges under its administration. 
Joseph C. Myer, one o f our members, is Dean 
o f die School o f Commerce, Accounts and 
Finance.
George W . Rossetter, C.P.A., o f Chicago, 
is the author o f an article entitled "Wanted: 
Fortitude,”  appearing in  the January, 1933, 
issue o f the Bankers’ Monthly.
Jacob Kromberg, C.P.A., o f New York, 
was one the speakers at a typothetae meet­
ing held at the Hotel Astor, New York City, 
on the evening o f February 27th. The gen­
eral topic fo r the meeting was Taxation.
Oglethorpe University announces the estab­
lishment o f a home study department for 
teaching executive accounting, commercial law, 
and certified public accountant training includ­
ing income tax.
Ernest Herbert Bailey, C.P.A., o f Atlanta, 
Georgia, has been appointed director o f the 
new department, and W . J. Carter, C.P.A., has 
been selected as registrar. He w ill maintain 
offices at 22 Marietta Street Building, Atlanta.
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Practical Accounting
Problem 1:
Ferdinand Products Company has an executive bonus plan whereby the 
management receives one-third of each year’s net profit, after deducting accrued 
State and Federal income taxes but before deducting the bonus.
In computing net income subject to State tax, deductions for bad debts 
may be made only on the basis o f actual charge-offs, while for Federal income tax 
purposes the accrual basis has been consistently followed. The accrued executive 
bonus may also be deducted on the State return, but income taxes, both State 
and Federal, are deductible thereon in the year paid. On the Federal return the 
exact amount of the State income tax may be treated as an expense in the year 
of accrual and depreciation of $500.00 may be deducted over and above the 
annual provision appearing on the books.
Net profit per books for 1932 was $45,343.51 after deducting accrued 
State income tax o f $1,500.00, accrued Federal income tax of $4,500.00, and 
provision of $3,000.00 for bad debts. Income taxes accrued in 1931 and paid 
in 1932 were: State, $2,500.00; Federal, $5,000.00. Bad-debt charge-offs in 
1932 were $2,000.00.
No minimum income exemptions are allowable in computing the State tax. 
The State tax rates are: one per cent on the first $1,000.00, two per cent on the 
next $1,000.00, three per cent on the next $1,000.00, four per cent on the next 
$1,000.00, five per cent on the next $1,000.00, and six per cent on net income 
in excess of $5,000.00.
Ascertain the executive bonus for 1932.
Problem 2:
Following is a trial balance, by total debits and credits, o f the accounts of 
a joint venture known as "R and B Special,” from which you are called upon 
to make certain analyses:
*The Service of Examination questions conducted by The Am erican Society furnishes practi­
cally twice as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board fo r a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required fo r  tw o examination periods of four 
to five hours each. A  Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. P art of the problems in Practical Accounting follow.
C. P. A. Examination Questions*
May, 1933
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Account D e b it C red it
Cash on h a n d ...............................................................  $118,717.48 $118,020.19
Brokers’ rece iva b le s ...........................................................  83,568.02 65,339.15
L ibe rty  b o n d s .............................................. .........................  32,316.16 32,698.33
S to c k s .......................................................... .........................  112,258.97
Payable to  brokers, etc.............................. ........................ 72,572.40 116,144.38
3% sales t a x ................................................ .........................  1,131.63 2,434.02
Paul R a d y ..................................................... .........................  1,085.78 17,500.00
E. R. B a rn e s ................................................ .........................  1,000.00 7,000.00
Stock sales................................................... 81,134.00
Interest re c e iv e d ....................................... 680.00
S a la rie s ........................................................ .........................  4,500.00
E xpenses..................................................... .........................  4,906.74 1,107.11
T o ta ls ..................................................................  $432,057.18 $432,057.18
The trial balance, exactly as reproduced above, is in the handwriting of  
Arthur Bore, form er bookkeeper, who has disappeared and taken with him or 
destroyed the books of account and all other records. Bore was in the employ of 
Paul Rady, a broker, and kept the books of the joint venture in addition to per­
form ing other duties in M r. R ady’s office. Y o u  are asked to determine from  such 
m eager information as is available whether it is possible that Bore, who was 
fully bonded, has appropriated any assets belonging to the venture. In addition 
to the trial balance, M r. Rady has supplied you, mostly from  memory, with 
the following information:
(a) T he venture is about one year old and was formed between himself 
and E. R . Barnes, a form er associate, for the purpose o f speculating in the listed 
common stock of a certain corporation, the partners having contributed initial 
capital of $ 1 5 ,0 0 0 .0 0  and $5 ,0 0 0 .0 0 , respectively. N o  compensation for per­
sonal services was to be allowed to either venturer. Profits were to be shared 
three-fourths and one-fourth, respectively. Fourteen thousand shares were pur­
chased at different times and at different prices, the average price being some­
what in excess of $8 .0 0  per share. Sales of 10 ,500  shares have been made at 
prices a trifle less than the purchase price. T he balance of the shares is in M r. 
Rady’s possession and has a present market value of $ 9 .00  per share; it is to be 
valued at average cost.
( b) There is a check on hand from  a purchaser of stock amounting to 
$697 .29 . The drawee bank is, however, in the hands of a conservator.
( c )  Accounts receivable from  vendee brokers and accounts payable to 
vendor brokers upon circularization by M r. Rady are found to agree with the 
balances indicated on the above trial balance.
(d) T he Liberty bonds were purchased from  excess funds at par plus 
accrued interest o f $ 3 16 .16 , and have all been sold. O f the sales, bonds having 
a par value of $ 3 1 ,0 0 0 .0 0  were disposed o f at 102 plus accrued interest of 
$ 5 7 .0 0 ; the remaining $ 1 ,0 0 0 .0 0  bond was sold at 101 plus an uncertain amount 
o f accrued interest, and the bookkeeper was accused shortly before his departure
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o f having w ritten off the bond and retained the proceeds from  its sale. H e  
insisted, however, that the proceeds had been properly accounted for.
( e)  T he sales tax  w as erroneously accrued by the bookkeeper, as a tax  is 
payable to the State only on sales o f so-called "tangible” personal property. 
Any sums already paid are recoverable from  the State.
( f ) A  personal expense o f M r. Rady’s amounting to $85 .7 8  was properly  
transferred from  expenses to his personal account. Each partner has withdrawn  
$ 1 ,0 0 0 .0 0  in cash.
(g )  T he expenses o f the venture, which according to the trial balance 
total about $ 3 ,8 0 0 .0 0 , w ere paid by M r. Rady’s brokerage firm and are ap­
parently correct.
Prepare an analysis o f the above trial balance and state whether any of  
the suspicions which have been directed against the bookkeeper may be correct.
Prepare also a tentative balance sheet and statement o f operating results 
from  the inform ation that has been made available to you.
W h a t further steps, if any, would you take to verify the report and 
figures you have submitted ?
Problem 3:
From  the follow ing inform ation construct the net-worth section o f the 
Lloyd M anufacturing Company’s balance sheet at D ecem ber 31, 1932 :
( 1 )  In February, 1927, when the corporation was established under the 
laws of the State o f D elaw are, it acquired all the net assets o f the Lloyd Paper 
B ox Company. T he book value of the net assets to the transferor was $602 ,-  
3 4 9 .88 , including goodwill of $ 1 0 0 ,0 0 0 .0 0 . Stock authorized and issued for 
these net assets consisted o f 4 0 ,0 0 0  shares of non-voting no-par cumulative 
preferred having an annual dividend rate o f 80  cents per share, payable on 
February 1, a stated value, as determined by the directors under the authority 
o f the charter and by-laws, o f $ 1 0 .0 0  a share, and a redemption price o f $ 1 2 .0 0 ; 
and 2 0 ,0 0 0  shares o f no-par common having a stated value o f $ 5 .0 0  per share. 
These shares were issued pro rata to the stockholders o f the old company, 10 
shares of preferred and 5 shares of common being exchanged for each out­
standing $100-par-value share o f the predecessor company. T h e excess paid-in 
value o f $ 1 0 2 ,3 4 9 .8 8  was credited to surplus.
( 2 )  T he subsequent history of the surplus account is as follows:
Balance of earned surplus at February 1 , 1927,
on books o f Lloyd Paper Box Company.................  $202,349.88
Less— Portion capitalized on transfer to new company 100,000.00
Balance appearing on books o f new company............................... $102,349.88
Net Profit—
1927 (February 1 —  December 31) ...............  $ 36,423.26
1928  ........................................................... 29,375.87
1929   6 ,391.22
1930   2,800.17
1931   *112,647.90
_________1 9 3 2 ..........................................................................  *148,402.55 *186,059.93
* Red. -----------------
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Amount in excess o f stated value received on sale, on 
July 1, 1929, o f 20,000 shares o f newly authorized
no-par preferred at $11.00 per share.....................  20,000.00
Transfer from capital stock accounts, authorized by 
Board of Directors, under provisions o f charter and 
by-laws on July 1, 1932—
Reduction in stated value o f preferred to $6.00 240,000.00
Reduction in  stated value o f common to $1.00 80,000.00
W rite-off o f goodwill on July 31, 1932, authorized
by Board of D irectors................................................. *100,000.00
Reduction in value o f buildings and machinery to con­
form to new price levels, as reflected in report of 
National Appraisal Company as at July 31, 1932, as
authorized by Board o f D irectors.............................. *102,968.23
Additional 1932 provision fo r loss on 1928-30 ac­
counts receivable arising from debtors adjudged 
bankrupt in 1932, although in previous years be­
lieved solvent.............................................................. *49,650.37
Balance, December 31, 1932 ........................................  $ 3,671.35
*Red.
( 3 )  Am ong the assets at December 31, 1932 , is an item o f reacquired 
stock representing the repurchase for cash from  the company’s president on 
that date o f 1 ,000  shares o f com m on stock at $ 8 .0 0  a share. It is expected that 
this stock will be resold during 1933.
Problem 4 :
F . R . Brush requests you to compute his 1932  federal incom e tax  liability 
for him self and w ife from  the inform ation which follows. O n July 2, 1932, 
he m arried a widow with three children, 6, 10 and 12 years o f age. Prior to  
that date M r. Brush w as w ithout dependents.
Income and expenses o f M rs, Brush:
Prior to Since
Particulars July 2, 1932 July 2 ,  1932
Monthly annuity payments o f $200.00 each received from 
income o f irrevocable discretionary trust created by
$ 1,400.00 $ 1,000.00
Wedding g ift from husband.......................................... 5,000.00
Dividends on stock of—
Domestic corporations.............................................. 670.00 340.00
Foreign corporations................................................. 80.00 80.00
Interest on—
U. S. Fourth 4¼ Liberty loan, par $10,000.00----- 212.50 212.50
Bonds having 2% tax-free covenant....................... 725.00 650.00
Donations to organized charities and to churches........... 85.00 100.00
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Incom e and expenses o f  M r. Brush:
Salary as president o f the Brush Iron Works, Inc.............  $36,000.00
Compensation as Village trustee........................................  200.00
Profit and losses on trading operations—
Capital Gains— Stocks and bonds............................ 2,325.00
Capital Losses— Stocks and bonds............................ 7,842.00
Current speculative operations (held less than 2 years)
Stocks and Bonds— Net lo s s ............................ 3,256.00
Grain— Net p ro f i t ............................................. 4,869.00
Silver— Net loss ................................................. 6,875.00
Securities which became worthless in 1932—
Krueger &  T o ll stock, at cost....................................  2,500.00
Insull U tility  Investments, Inc., common stock, at
cost..........................................................................  6,000.00
Pedigreed Chow dog believed to have been stolen, cost
in  1929 ............................................................................  125.00
Loss on land purchased fo r investment on installment 
basis, representing the excess o f the amount paid in  on 
the contract over the amount received ($10.00) for
quit claim deed to his e q u ity ........................................  1,245.00
Donations—
Red C ross..................................................................... $  75,00
Y. M . C. A .................. ................................................  50.00
Emergency Relief Fund ............................................  200.00
C hu rch ..........................................................................  125.00
Wedding g ift .............................................................  5,000.00
Indigent ind iv id ua ls ................................................... 300.00 5,750.00
Interest paid—
First mortgage on hom e............................................  $ 1,200.00
Insurance policy lo a n s ............................................... 3,200.00
Loan from father on n o te ..........................................  300.00
Brokerage accounts.....................................................  585.00
Bank lo a n s .................................................................. 820.00 6,105.00
Interest received on—
Municipal, county and State bonds.......................... 2,325.00
2% tax-free-covenant bonds....................................  755.00
Other bonds, notes, and bank balances.....................  365.00
Dividends from domestic corporations............................ 9,580.00
Taxes—
Automobile licenses................................................... $ 45.00
State gasoline ta x .......................................................  75.00
Amusement taxes.......................................................  25.00
Tax on checks.............................................................  3.74
Dog license......................... .....................................  3.00
Personal property ta x ................................................. 450.00
Real estate tax—
On hom e............................................................  630.00
On vacant property............................................. 225.00 1,456.74
Legal fees in contesting disputed balance owing on
brokerage account..........................................................  575.00
Following is a schedule of Federal income tax rates:
N orm al tax rates—
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Four per cent on first $ 4 ,0 0 0 .0 0  of net income in excess o f exemptions. 
Eight per cent on net income in excess of $ 4 ,0 0 0 .0 0 .
x  rates— Rate
Amount of Net Income Per Cent Amount
$ 6,000 to $10,000 1 $ 40.00
10,000 to 12,000 2 80.00
12,000 to 14,000 3 140.00
14,000 to 16,000 4 220.00
16,000 to 18,000 5 320.00
18,000 to 20,000 6 440.00
20,000 to 22,000 8 600.00
22,000 to 24,000 9 780.00
24,000 to 26,000 10 980.00
26,000 to 28,000 11 1,200.00
28,000 to 30,000 12 1,440.00
Problem  5:
On M ay 4, 1933 , you are called upon to prepare certain inform ation pre­
ceding the liquidation of Employees Securities, Inc.
Employees Securities, Inc., was established N ovem ber 1, 1930 , with an 
authorized capital stock o f 3 ,0 0 0  shares having a par value o f $ 1 0 0 .0 0  each. 
T he purpose o f the company was to enable the employees o f the Pioneer 
Leather Company to acquire capital stock o f the latter company by collective 
purchase on the open market. A ll the authorized stock was immediately sub­
scribed for and payment was to be made at the uniform  rate o f two per cent 
down and two per cent on the fifth o f each succeeding m onth. Unpaid sub­
scriptions bore six per cent interest. N o stock was to be issued until fully paid, 
except qualifying shares.
T he first transaction o f Employees Securities, Inc., was to purchase 1 ,000  
shares of Pioneer’s preferred stock at an average cost o f $ 8 6 .5 0  a share and 
10 ,000  shares of Pioneer’s common stock at an average cost o f $ 1 9 .25 a share. 
Funds w ere advanced for the purchase by Pioneer. O n M ay 1 ,  1933 , the market 
value o f the preferred was $40.00  a share, and the common, $ 5 .0 0  a share.
A t the beginning o f 1933 it became evident that owing to drastic cuts in 
the number of employees at the end o f 1932 and in rates o f compensation for 
those remaining, many subscribers already in arrears on their monthly install­
ments would be unable to com plete their subscription contracts. Accordingly, 
the subscribers, at a meeting held on April 2 9 ,  1933 , gave the directors authority 
to liquidate the company in a manner m ost equitable for all concerned, with 
due regard for the subscribers who w ere in a position to continue their monthly 
installments. Under this authority, and the authority contained in a by-law 
providing for the cancellation o f subscriptions the installments on which were 
four months in arrears, the Board decided to :
( 1)  Establish the equity of all subscribers at M ay 1, 1 9 3 3 ;
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Cr.
( 2 )  Liquidate subscriptions on which installments are unpaid four months 
or longer at M ay 1, 1 9 3 3 ,  on the basis o f the amounts that should have been 
paid in on that date, but with no liability on the part o f subscribers beyond the 
total sums actually paid in by them ;
( 3 )  Sell enough stock o f the Pioneer Leather Company to provide for 
such liquidation;
( 4 )  Perm it and perhaps later require subscribers less than four months in 
arrears to com plete their subscription contracts in fu ll; and
( 5 )  Dissolve the company by a distribution o f the remaining net assets 
when the balance o f the subscriptions has been paid.
Following is a trial balance of the company’s books at the close o f business 
on M ay 1 , 1 9 3 3 :
Dr.
Cash in bank........................................................................$ 4,593.22
Unpaid stock subscriptions................................................. 162,100.00
Accrued interest.................................................................. 6,223.75
Cost of incorporation.........................................................  476.00
Investment in Pioneer Leather Company, at cost—
1,000 shares o f 7% cumulative preferred.................  86,500.00
11,000 shares no-par common......................................  200,000.00
Accounts payable now due.................................................
Bank loan, due May 10, 1933..........................................
Capital stock....................................................... .................
Surplus, May 1 ,  1932.........................................................
Dividends received since May 1, 1932, from Pioneer 
Leather Company—
Preferred ....................................................................
No-par-value common stock, at rate of $1 .0 0 ........
Stock dividend of 10% on no-par-value common 
stock, received September 1, 1932, valued at 
market as of date o f declaration August 1, 1932 
Interest received and accrued on unpaid stock subscrip
t io n s ..............................................................................
Proceeds from life  insurance policy on life  of president 
Interest paid through May 1, 1933, on bank loans. . ..












T o ta ls .......................................................................... $466,094.77 $466,094.77
N ote that the liabilities do not include a provision for Federal income tax  
for the fiscal year ending M ay 1, 1933.
T he tabulation below details the classes o f subscriptions in arrears:
Accrued Interest









Number o f 
Monthly 
Installments 












May 1, 1933* 
$ 150.00
100.00
* Divisible equally among subscribers of each class.







20 1 ,000.00 15
10 1 ,000.00 5
8 3,000.00 6
6 10,000.00 10
2 10 ,000.00 4
1 20,000.00 6















You are asked to determine—  
(1 )  The equity o f the various classes of subscriptions at May 1, 1933.
(2) The immediate cash requirements of the company.
Solution to Problem 2, of November, 1932, Examination Questions, published on page 
747 of the December, 1932, issue.
PROCEDURE OF SOLUTION
The two principal statements required in the solution of this problem are:
(1) a statement of profits earned.
(2) a statement showing the proper division of the cash proceeds.
The candidate may begin his work on the first of these two statements. The "short” 
sales should be excluded as the cost of these sales cannot be determined until the stocks 
are purchased to cover the sales. In setting up the cost figures, the cost of 430 shares of 
Stock B still on hand must be eliminated.
Before making adjustments on the Profit and Loss Statement for the fluctuations in 
market value, the candidate may prepare a subsidiary statement (in the solution presented 
here— "Balance of Stocks”) detailing the gains and losses on account of such fluctuations. 
The amounts shown in the "market value” column of this statement may be used to sup­
port certain figures in the second principal statement— "Division of Cash Proceeds.”
After completing the "Division of Cash Proceeds” Statement, the candidate may prove 
his work by preparing an additional subsidiary statement— "Analysis of Brokerage Ac­
count.”
Questions and Answers Department
E d ito r , W. T. S u n le y ,  C.P.A., Educational Director 
International Accountants Society, Inc.
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B l a k e  a n d  C assels  
PROFIT A N D  LOSS STATEMENT 
August 1, 1932 —  September 15, 1932 
Stock A  Stock B  Stock C  Stock D  Totals
Sales (net after exclud­
ing Short sales)...........$27,046.53 $46,347.02 $4,980.25 $11,566.97 $89,940.77




23,268.48 $ 352.50 $10,268.13
$23,025.00
49,524.01
.$17,209.90 $44,718.48 $ 352.50 $10,268.13 $72,549.01
Profit on Stocks Sold___ $ 9,836.63 $ 1,628.54 $4,627.75 $ 1,298.84 $17,391.76
Dividend credited to
Brokerage Account . . 200.00 200.00
$ 1,828.54 $17,591.76
D e du c t:
Increase in market 
value on Short sales 215.68 215.68
$17,376.08
Decrease in  market
value on Long stocks 1,101.36 1,101.36
$16,274.72
A d d — Decrease in  market
value on Short sale. 220.50 220.50
Total Trading Profits.$9,620 95 $ 727.18 $4,627.75 $ 1,519.34 $16,495.22
Interest credited to Brok­
erage A ccoun t........... 15.33
Net P ro fit ........... $16,510.55
B l a k e  a n d  C a s s e l s  
BALANCE O F STOCKS 
September 15, 1932 
M arket
No. o f Value Purchase Sales Market Gain or
Stock Shares Per Share Price Price Value Loss*
Long  . . . B 430 25 $11,851.36 $10,750.00 $1,101.36*
Short . . . A 200 9½ $1,684.32 1,900.00 215.68*
D 200 18⅜ 3,895.50 3,675.00 220.50
$ 5,575.00
Net Market Value.....................................................$ 5,175.00
500 THE CERTIFIED PUBLIC AC C O U N TAN T A ugust,
B l a k e  a n d  C assels  
D IV IS IO N  OF CASH PROCEEDS 
August 1, 1932 —  September 15, 1932
Blake Cassels Totals
Contributions, August 1, 1932:
300 shares Stock A .................................................$ 1,575.00
880 shares Stock B ................................................. 21,450.00
Cash........................................................................  $10,000.00
$23,025.00 $10,000.00 $33,025.00
Profits earned (See Profit and Loss Statement) . . . .  8,255.28 8,255.27 16,510.55
$31,280.28 $18,255.27 $49,535.55
Less— Stocks, Long (See "Balance of Stocks”  state­
m ent) ....................................................................  10,750.00 10,750.00
A d d — Short Sales......................... 5,575.00
$38,785.55
5,575.00




Cassels— 5 0 % ........... . . 8,255.27
Total .................  .$16,510.55
B l a k e  a n d  C assels  
ANALYSIS OF BROKERAGE ACCOUNT 
August 1, 1932 —  September 15, 1932
C red its :
Cash deposited by Cassels...........................................................  $10,000.00
Stocks Sold:
A ............................................................................................... $28,730.85
B ...............................................................................................  46,347.02
C ...............................................................................................  4,980.25
D ...............................................................................................  15,462.47 95,520.59
Dividends on B Stock.................................................................... 200.00
Interest credited............................................................................  15.33
$105,735.92
D e b it— Stocks Purchased:
A ............................................................................................... $15,634.90
B ...............................................................................................  35,119.84
C ...............................................................................................  352.50
D ...............................................................................................  10,268.13 61,375.37
Balance, September 15, 1932..........................................  $44,360.55
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Thirty-Fifth
L YBRAND, Ross Bros. &  Montgomery is­
sued a special number o f their Journa l in 
book form, commemorating the th irty-fifth  
anniversary of the founding of the firm.
The first break in  the firm, organized in 
1898, came w ith the passing o f Adam Ross, 
after thirty years had elapsed. Seldom has it 
been given to any group to have rendered 
valuable professional service without inter­
ruption over such a span of years.
This special number contains articles by 
Thomas S. Gates, president of the University 
o f Pennsylvania; Frank B. Jewett, vice-presi­
dent o f American Telephone and Telegraph 
Company; Samuel W . Reyburn, president of 
Associated Dry Goods Corporation; George
O. Muhlfeld, president o f Stone & Webster; 
Floyd B. Odium, president Atlas Corporation; 
Lewis H. Brown, president Johns-Manville 
Corporation, and Harvey E. Whitney, o f the 
Bankers Trust Company o f New York, former 
chairman o f the Committee on Cooperation 
w ith Public Accountants of the Robert Morris 
Associates, each o f whom has contributed to 
a unique presentation o f the many-sided view­
points represented by service in  their respective 
fields.
The number also contains an address given 
by Walter A. Staub at a meeting o f the Society 
o f Certified Public Accountants o f the State of 
New Jersey, on "The Development of Ac­
countancy During the Past Thirty-five Years,”  
which m eeting  commemorated the th irty-fifth 
anniversary of the founding of that society.
Anniversary
The N e w  Y o rk  Times, fo r Sunday, July 9, 
contained the fo llow ing article on
A u d it in g  Sta n d a r d s
"Much has been said about the necessity fo r 
auditing the accounts of public corporations, 
but seldom has there been comment on the 
necessity fo r the observance of sound prin­
ciples by the independent accountants them­
selves. Contributing his views to the thirty- 
fifth  anniversary number o f The Lybrand, Ross 
Brothers and M on tgom ery Journal, George O. 
Muhlfeld, president o f Stone &  Webster, Inc., 
calls for self-discipline by the auditing profes­
sion. Speaking of the efforts to restore public 
confidence in  privately-owned utilities, M r. 
M uhlfeld says 'the work o f independent au­
ditors is destined to play an important part in 
the success o f this scheme, as it  w ill be more 
than ever up to them to condemn and disclose 
accounting practices not worthy o f the con­
fidence o f the fair-minded although skeptical 
 majority o f the public. I t  is not incumbent on 
the accounting profession to lean over back­
wards in  their requirements. They should 
study the problem o f u tility  accounting w ith 
fa ir and sympathetic minds. But what they 
must do to assist in  the worthwhile task ahead 
is also to discipline their profession so that 
there may be none accredited among them 
who, in  their anxiety to secure business, shall 
w illing ly  certify as proper any methods not 
worthy of this essential confidence.’ ”
National Association of Credit Men
A T  the recent annual meeting o f this asso- 
ciation, held at Milwaukee, the fo llow ­
ing declaration was adopted:
"Throughout the past several years the Cer­
tified Public Accountants of the country have, 
through their various organizations, been striv­
ing earnestly to standardize and improve the 
services which they offer to the public.
"Because of our reliance as credit men upon 
accurate and intelligent audits as a basis fo r 
credit analysis, we heartily endorse these ef­
forts o f the accounting profession to improve
and elevate the ethical and procedural stand­
ards o f their work.
" In  order that we may more intelligently 
and accurately appraise the scope and signifi­
cance of any audit submitted, we urge upon 
the Certified Public Accountant a standardiza­
tion in their certificates.
"Since the accountant is employed by the 
credit seeker, he feels primarily responsible 
to him and therefore not free to discuss w ith 
or reveal to the credit grantor information 
that would be of tremendous value in  the
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analysis of credit, except upon the expressed 
consent or request o f his employer. We, 
therefore, urge upon our members that in  their 
requests for audits or statements, there be 
embodied a request, i f  not a demand, that the 
accountant be instructed to confer w ith  the 
credit grantor regarding the audit submitted. 
Such a practice would assist the accountant and 
enable him more fu lly  to serve the credit fra­
ternity.
"Because of the dependency of credit men 
upon the fu ll and free disclosure o f accurate 
financial and related data, this Convention 
urges upon its members continued and in ­
creasing insistence upon the requirement that 
the financial statement submitted by credit 
seekers bear the certificate of a Certified Pub­
lic Accountant; and we especially urge co­
operation w ith the accountants in seeking the 
elimination o f unwarranted restrictions in  the 
scope o f audits to the end that audits shall 
show the true condition of a business and may 
be properly interpreted.”
Telephone Directories
The question o f proper listings in telephone 
directories has bothered the profession in 
practically every State in the Union.
W ith  the July, 1933, directory  a new listing 
becomes effective in  New York. W ith  that 
issue Certified Public Accountants may be 
listed free as "Accountants— Certified Public,”  
or as "Accountants.”  I f  the accountant wishes 
his name to appear in  both listings he must 
pay fo r one.
Some directories already carry the two lis t­
ings, "Certified Public”  and "Public,”  but 
many have merely carried the single listing 
o f "Accountants”  or "Public Accountants.”
A  committee of the New York State So­
ciety o f Certified Public Accountants was able 
to show that over two-thirds o f the listings 
in  the Manhattan classified directory under 
the heading "Accountants,”  were certified pub­
lic accountants. In  making the change the 
New York Telephone Company indicates that 
it  is an experiment which w ill be tried for a 
few issues for the purpose of seeing i f  any 
serious difficulties develop, but it is agreed 
that no change w ill be made without consult­
ing the New York State Society.
Corporate Reports
By Sig m u n d  G o l d s c h e in , New York City
T H E  recent successful attempt o f the New 
York Stock Exchange to secure more com­
plete reports from the Allied Chemical & Dye 
Corporation, is striking evidence of the lack of 
information appearing in  the majority o f finan­
cial statements issued by large corporations.
Cognizance o f the importance o f adequate 
financial information is incorporated in the 
provisions o f the new Securities Act o f 1933. 
An interesting article, relative to the vagaries 
and misinformation shown in corporate re­
ports, appeared recently in the May, 1933, 
issue of the A m erican M ercu ry  by Clifford B. 
Reeves, entitled "N o  Account Accounting.”
In  the ligh t o f the experience of the past 
four years, it is interesting to read financial 
publications and books, written at the time 
of the Great Debacle. When we read the 
paeans o f  praise and adm ira tion  held by those 
writers for the two financial giants, Messrs. 
Kreuger and Insull, and contemplate how, 
w ithin a short time, public opinion has turned 
against them, we begin to realize the vast 
amount of high pressure publicity and outright 
fraud practiced against those poor sheep com­
monly known as the American Stockholders.
John H. Sears, attorney fo r  the Corporation 
Trust Company, in  his book, The N e w  Place 
o f  the Stockholder, published in 1929, had a 
chapter called "W ho Is the Average Stock­
holder?”  in which the fo llow ing appears: 
"A n  analysis made by the National Indus­
trial Conference Board o f the purchases of 
fifty  shares or more o f an issue o f 7 per cent 
preferred stock in a public utility, showed dis­
tribution as to occupation o f holders as fo l­
lows :
Accountants ...... . 166 D ressm akers....... 372
. 81 E lectric ians ....... 582
. 153 Engineers ........... 558
Bankers ............... . 65 Facto ry Workers.1,058
Barbers ............... 155 Foremen .............. 518
Beauty C ulturis ts . 52 Housekeepers ..... 4,029
B r ic k la y e rs ......... , 65 119
Butchers .............. 115 499
Carpenters ......... . 483 Laundry W orkers  65
Chauffeurs .......... 601 77
.2,987 Machinists ......... 499
Dentists ............... 63 M a il C a rrie rs ..... 115
Doctors ............... .. 146 Managers ........... 496
Domestics ........... . 623 M anufacturers ... 153
D raftsm en ......... . 149 M echan ics ............ 530
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Merchants ................. 926 P lu m b e rs ........ ....  257
M essengers......... . 91 Policemen ..... ....  347
M eta l W orkers.... . 157 P rin te rs  ....... ....  335
Nurses ................. . 274 R ailroad Men ....  312
Painters ............. . 182 Seamen .......... ....  51
Plasterers .........   60 Secretaries .... ........... 314
"These surveys of occupation and amount
of holdings indicate that almost any person 
today may be a stockholder. I t  illustrates the 
democracy o f the investor class. I t  also sug­
gests that every corporation having a wide 
distribution o f securities, should consider the 
advantage of making a similar examination 
of its stock list. Among other things, a study 
thereof should lead to methods and contents 
of reports more responsive to the understand­
ing o f its stockholders.”
Perhaps the paucity of information and 
errors of omission and commission shown in 
corporate reports (w ith a few exceptions) are 
based upon the assumption that since the ma­
jority of the stockholders are o f the house­
keeper or clerk class, whatever is reported is
sufficient and that to give more information 
would be divulging secrets o f grave impor­
tance, useful to competitors.
I f  we assume that this survey made o f the 
stockholders of a conservative investment is 
typical, the results revealed are startling. I t  
is simple to understand that housekeepers 
and clerks would be eager to invest their life  
savings in a conservative stock. However, we 
find the professional man who in his capacity 
as advisor usually is conservative, way down 
on the bottom of the list in company with 
bakers, barbers, butchers, etc.
In  due time, at the cost o f millions o f dol­
lars in  stockholders’ investments, with the aid 
of "toothless”  Blue Sky Laws and the chican­
ery o f lawyers and accountants, public opinion 
has forced the enactment of the Securities Act. 
I t  is too early to predict its practical success or 
failure at this time. I t  w ill however, create 
public enlightenment towards the importance 
of the work of the accountant.
Auditing for the Public
R ECENTLY bids were invited fo r the an­
nual audit of the books for the County 
of Charleston, S. C.
There were two bids of $600 each, one of 
$700 and one of $750. The award was made 
to one o f the $600 bidders and the other 
sought an injunction to set aside the award 
and require new bids. The judge hearing 
the case confirmed the award, holding that 
the public official was entitled to use the ele­
ment o f discretion in making the same.
The local newspapers had considerable to 
say in reporting the matter and several com­
munications appeared. One of them, by Oscar 
W . Schleeter, a member o f The American So­
ciety, touches the points at issue so clearly that 
we are reproducing it fo r the benefit of the 
profession:
To The News and C ourie r:
W ithout seeming to inject myself into a 
controversy which at best is distasteful to 
those o f us who cherish the traditions and 
honor of a profession that has achieved high 
estate in most communities, whose members 
have contributed largely and unselfishly to 
the task of bringing order out of chaos in a 
trouble-torn world, and who w ill doubtless 
play an increasingly important part in the
years to come by promoting confidence and 
supplying an essential service of a very high 
order, let me add a few words to what has 
already been said concerning a subject that 
seems to have created a furor and stirred up 
a veritable tempest in a teapot.
Since I was not among those submitting 
bids fo r the audit of the records o f Charles­
ton County and because of the fact that there 
have been relatively few occasions upon which 
I have submitted bids at all, I feel that I  can 
express myself w ith complete detachment rela­
tive to the pernicious practice of seeking com­
petitive bids fo r accountancy or any other pro­
fessional service.
What is most disturbing about the whole 
matter is the fact that the public seems to have 
indifferently permitted officials to indulge in 
the practice o f engaging the services o f public 
accountants chiefly on a competition of price 
rather than ability. Perhaps this is only 
another example o f public "efficiency”— a 
"penny wise and pound foolish”  policy that 
sacrifices skill for a questionable saving o f a 
few hundred dollars, while funds are 
squandered in needless fashion in other direc­
tions. This policy has given rise to a group 
of professional bidders instead of professional
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accountants, over which the profession itself 
has no control, thus permitting the condition 
to continue despite its tendency to militate 
against the public interest. Strangely enough, 
one never hears o f our officials engaging legal 
services, medical services, or any other pro­
fessional services on this basis. But what ap­
plies to these professions applies w ith equal 
force to the profession o f accountancy, be­
cause knowledge, personal skill, experience, 
honesty, and high professional standards con­
stitute the qualities which should govern in 
the selection.
Fundamentally and traditionally the pro­
fessional accountant is charged w ith  the re­
sponsibility o f reviewing— in a strictly pro­
fessional capacity and a thoroughly disin­
terested manner— financial or related matters 
so that he may present a true picture— uncol­
ored, undistorted, impartial and unprejudiced 
— of what his examination discloses. Cer­
tainly this would indicate the wisdom o f giving 
consideration to the fact that the cheapest is 
not always the best, and would seem to pre­
clude the engagement o f those members of 
the profession whose only recommendation is 
that they w ill perform the work fo r one-half 
— or even less— of what another would. This 
often leads to a peculiar type of report that 
curries favor by paying glowing tributes to the 
efficiency, honesty, economy and generally ex­
cellent quality o f statesmanship o f public o f­
ficials which are not in harmony w ith the 
showing made by the figures themselves. 
Sometimes there develops a form of sensation­
alism that goes to the other extreme. Such 
practice, o f course, is rank charlatanism; but 
it  is surprising how many public officials w ill 
"fal l ”  fo r these encomiums and consider that 
they have made a wise choice when they can 
point w ith pride to a "clean b ill o f health,”  
which is the product o f a "lowest bidder.”
We must acknowledge our debt to the 
medical profession for their ability to prac­
tically entirely eliminate unethical practition­
ers from their membership because the public 
has been educated to become distrustful o f ad­
vertising professional men. The only means 
by which the quacks of former years could 
ply their ignoble trade was through the me­
dium o f flamboyant advertising by which they 
sold their services. Let us hope that w ith 
the cooperation of the public, the accounting 
profession may likewise be able to keep faith
with those who rely upon their services by 
making it  difficult fo r the unprofessional ac­
countant to market his wares.
I t  might be pertinent at the moment to 
quote an article that recently appeared in the 
bulletin of the Pennsylvania Institute of Cer­
tified Accountants. The article states that the 
president o f the Pennsylvania Institute in  an 
endeavor to ascertain why the officer in charge 
of the accounting work in an adjacent State 
did not employ public accountants for audits 
and investigations of importance, received the 
follow ing reply:
"There are some very good reasons why the 
public accountants should do the work which 
my department is doing, but the very minute 
that they were let in on it  price-cutting would 
ensue; the low bidder would get the work; 
the commonwealth would get just what it  
pays fo r and no more.
"Now I know you are saying that low bid­
ders do not necessarily have to get the award. 
That’s very true, but you know just how much 
o f a mess a disgruntled accountant can stir 
up and you know, too, that no accountant 
who bids low for an engagement is going to 
take a licking gracefully. The kind that bid 
low usually are not good enough sports to 
do so.
" I  very sincerely hope that we eventually 
w ill reach the point where the public account­
ants can take over the work we are doing 
here.”
For those who are responsible for such a 
condition, we should be charitable and ex­
claim, "Forgive them, they know not what 
they do!”
Jones: "H ow  do you spend your income?” 
S m ith : "About 50% for shelter, 50% for 
food, and 20% for amusements.”
Jones: "But that adds up to 120%.”
S m ith : "D on’t I  know it? ”
Freddie was giving his lady friend a long 
discourse on his family history.
"M y Grandfather,”  he said, "was just a 
poor, hard-working London clockmaker. When 
he died, a few years ago, he le ft all his estate, 
which consisted of 200 clocks, to my father.”
The g ir l smiled.
"How interesting!”  she said. " I t  must have 
been real fun winding up his estate.”
— P hilade lph ia  Inq u ire r.
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General Motors Corporation
U NDER date of A p ril 26 General Motors 
 issued the follow ing release, copy of which 
was sent to this office:
"Effective May 1, the field forces o f the 
General Motors Management Service Corpora­
tion, which had to do with the auditing of 
dealers’ accounts, w ill be discontinued.
"This service was put into effect several 
years ago for the purpose o f standardizing the 
bookkeeping work o f General Motors dealers. 
Through this channel a great educational 
movement in the direction o f accurate ac­
counting has taken place. I t  is now fe lt that 
this educational work has reached the point 
where it  is no longer needed.
"Each General Motors division has a Busi­
ness Management Department, the activities 
of which w ill remain the same, except that the 
Departments w ill be strengthened by the ad­
dition of considerable personnel from the 
Management Service Corporation.
"The same guidance and assistance as in the 
past w ill be given to General Motors dealers 
through the Business Management Depart­
ments of Chevrolet, Buick-Olds-Pontiac, and 
Cadillac.
"A  number of the executives of General 
Motors Management Service Corporation, to­
gether w ith their departments, have been 
transferred to the General Motors Sales Sec­
tion, and, as a result o f cooperation between 
the Sales Section and the Business Manage­
ment Departments o f the divisions, all work 
previously done in the General Motors Man­
agement Service activity, except the auditing 
of dealers’ books, w ill carry on in the usual 
manner.
" I t  is fe lt that General Motors dealers w ill 
continue to benefit through the Business Man­
agement Departments o f General Motors D i­
visions because all dealers w ill have made 
available to them comparative operating figures 
which w ill be o f further assistance to them in 
improving their individual operations.”
Since that time many letters have come to 
us w ith regard to the changed conditions, as 
regards the independent accountant, which 
have been thus produced, in view o f which 
the follow ing statement is made:
General Motors resulted from bringing to­
gether several entirely independent manu­
facturing organizations. I t  found itself, there­
fore, in control o f different industrial plants 
engaged in  the same general line o f activity but 
administered on entirely different bases w ith 
office controls o f varying kinds. I t  became nec­
essary to develop some type of unified plan 
whereby the central office might obtain the 
information from its dealers which was needed 
to establish a clear-cut business policy.
One o f the methods adopted was the estab­
lishment of a subsidiary, the Motor Accounting 
Company, fo r the purpose of working out uni­
form accounting systems and auditing the 
books and records o f the various agencies in 
order that General Motors, as the controlling 
factor, m ight have records of the same sort 
from those handling the product o f each or 
several o f its industrial units. In  establishing 
its staff, the Motor Accounting Company em­
ployed many certified public accountants, most 
o f whom had been in  the employ o f C.P.A. 
practitioners and in a few cases had operated 
accounting offices o f their own. These men 
were largely utilized in key positions. A t the 
same time they required all o f their agents to 
have their books regularly audited. This pro­
duced an increased income to accountants as 
a whole, but lessened some individual practi­
tioners’ financial return.
In  states w ith regulatory laws the question 
arose as to whether this could be legally done 
by a corporation or by a non-registered ac­
counting organization. In  general the con­
clusion was reached that any organization had 
a right to provide a means for auditing con­
cerns in which it  had a financial interest, and, 
therefore the auditing by the Motor Account­
ing Company o f the books of agents when 
those reports were used only fo r the benefit 
o f General Motors Corporation did not con­
stitute a type of public accounting but in 
reality i t  was private auditing. If, however, 
as a result o f such audits the dealers received 
audit reports o f a nature that could be used 
w ith th ird parties, the Motor Accounting Com­
pany had become a public accountant and was, 
therefore, subject to whatever law might be 
governing accountancy in a particular State 
wherein the question arose. I t  became neces­
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sary in  some cases to call the attention o f the 
Motor Accounting Company to these viola­
tions on the part o f their employees and in 
some cases friction developed between the 
Motor Accounting Company and State boards, 
largely provoked by the attitude of the district 
representatives o f General Motors.
Later General Motors Accounting Company 
was abandoned and General Motors Manage­
ment Service Corporation substituted for it. 
Certain changes were made in the rules gov­
erning the activities o f the new subsidiary, and 
as a result there was less attempt on the part of 
its employees to enter into types o f effort 
which ran contrary to any o f the State laws.
In  time, however, General Motors decided 
that w ith the complete organization of stand­
ard bookkeeping methods they would abandon 
the field forces and do away w ith the auditing 
o f dealers’ books, extending the activities of 
the Business Management Departments o f the 
several divisions.
This change has increased the opportunity 
of the independent accounting practitioner to 
render service to the several General Motors 
agencies in their respective localities so far as 
audits are concerned, General Motors requir­
ing, however, that the form o f reports already 
developed be maintained. In  regulatory states 
this change has raised the question as to the 
possibility of those who previously had been 
employed by the Management Service Cor­
poration in auditing dealers’ books continuing 
to furnish that service for the agents whom 
they had served for and on behalf o f General 
Motors. W hile General Motors was caring for 
its financial interests through the subsidiary in 
question, which it had a perfect right to do 
the former employees who might desire to 
continue making audits for the several agencies 
would necessarily be classed as public account­
ants. The work done by the Management 
Service Corporation was o f a private character 
and each o f its employees was engaged on a 
payroll basis, making reports to General 
Motors for its use alone. Those employees 
who had previously been registered in regula­
tory states w ill be able to announce themselves 
as practicing on their own account and take 
on as clients any o f these agencies who may 
desire their service. Any o f the former em­
ployees of the Management Service Corpora­
tion who are not registered would be able to 
accept employment from any agencies in a
private capacity, but these agencies could not 
be taken on as clients, for whom audits and 
reports were made. They would have passed 
from the status o f an employee to that o f a con­
tractor, and as a contractor they are engaged in 
public practice and amenable to the law.
Hereditary Farmers
The June issue of N e t Results, published by 
A. J. H opf & Company, refers to a small survey 
made fo r the purpose o f answering the ques­
tion, "Are men who start businesses of their 
own more successful than those who inherit 
them?”  The study was made by the staff of 
the University o f Minnesota and dealt entirely 
with farmers.
The average earnings of the group of farm­
ers who had not inherited any property but 
had earned all they then possessed had been 
$1,213.00. The average earnings o f those 
farmers who had inherited some property but 
less than half o f what they owned had been 
$1,176.00. The average earnings of the group 
who had inherited more than half o f what 
they owned had been $558.00. Checking the 
same figures from another angle it was found 
that the young men who were running farms 
formerly operated by their fathers earned on 
the average $1,106.00, while the young men 
o f corresponding age operating farms which 
they had not inherited or which had not been 
run by their fathers, earned on an average 
$1,306.00.
Accountant Wins Suit Over 
Income Tax Fee
Robert E. Clinton, Certified Public Account­
ant, w ith offices in the First National Bank 
Building, Detroit, was awarded a judgment of 
$1,500 against Morris Starkstein, operator of 
the General Tobacco and Candy Co., by a jury 
before Judge John P. Scallen in Recorder’s 
Court. Clinton had sued for $1,750 as the 
balance o f a fee o f $2,000 charged by him for 
handling an income tax claim by the Bureau 
o f Internal Revenue against Starkstein. The 
bureau, Clinton said, demanded additional 
taxes of $15,000 and a penalty of $7,500 from 
Starkstein. He said he was able to have the 
claim reduced to $2,000. Starkstein paid him 
$275, Clinton added, and refused to pay any 
more.
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STATE SOCIETY NEWS
C ALIFO R N IA 
The Los Angeles Chapter of the California 
State Society o f Certified Public Accountants 
held its annual meeting June 5, 1933, at the 
Elks Club.
President Harry B. M ills  presided, and re­
ports of officers and committees were made.
The activities of the chapter during the year, 
which are believed to have been productive 
o f considerable benefit to the profession, were 
reviewed. The most outstanding accomplish­
ments were those of the fo llow ing special 
committees:
Cooperation w ith municipalities, which 
sponsored and conducted a join t meeting w ith 
governmental representatives; Committee on 
service development, which has done much 
which is o f educational value to the members; 
Committee on cooperation w ith the Robert 
Morris Associates, which sponsored and con­
ducted three join t meetings which have 
brought about a better understanding between 
the members and the bankers.
Ralph W . E. Cole, who is a past president 
of the chapter and is now president o f The 
American Society of Certified Public Account­
ants, gave a resume o f his recent trip  to Wash­
ington to attend a meeting of the directors of 
The American Society, and of his visits to 
numerous other State societies.
The follow ing officers for the ensuing year 
were unanimously elected: President, Joseph 
A. Garrett; Vice-President, W illis  C. Graves; 
Secretary-Treasurer, A rv ille  R. Cooper; D i­
rectors, J. B. Scholefield and James K. Gregory.
CONNECTICUT 
The Connecticut Society o f Certified Public 
Accountants held a meeting on July 21, 1933, 
at New Haven, w ith about seventy members 
in attendance.
The main topic for discussion in the after­
noon was an address which had been delivered 
by Mr. Paul Keyser, Committee Counsel of 
the Investment Bankers Association of Amer­
ica, on June 27, to the Eastern group of the 
National Association of Securities Commis­
sioners. Various tax features o f the Industrial
Recovery Act were also discussed.
In  the evening Mr. Steele, president o f the 
First National Bank o f New Haven, presented 
a very complete analysis, w ith expressions of 
opinion, on the Glass-Stegall banking b ill. 
Professor Saxon, economist o f Yale Univer­
sity, gave a practical and interesting talk relat­
ing to the question o f codes under the new 
Industrial Recovery Act and what the Gov­
ernment hoped to accomplish.
FLORIDA
A  meeting of the Florida Institute o f Ac­
countants was held at the Highland Hotel, 
Ocala, on June 16 and 17, 1933.
During the morning reports from officers 
and committees were heard.
In  the afternoon Walter Mucklow gave an 
interesting talk on "Merger o f National So­
cieties.”  After considerable discussion the fo l­
lowing resolution was adopted: " Resolved, 
That in view o f the desirability o f the profes­
sion of accountancy being represented by one 
national organization, the president o f this 
Institute be authorized and instructed to ap­
point a committee o f five members to approach 
the American Institute o f Accountants and 
The American Society of Certified Public Ac­
countants w ith a view to bringing about a 
merger or such other form o f consolidation as 
w ill bring about the existence o f but one na­
tional organization; and that this Institute in ­
vites and welcomes the cooperation of other 
State societies o f certified public accountants 
and the said national organizations in attempt­
ing to accomplish the desired result.”
An address on "Trends in Accounting”  was 
then given by S. George Hay.
The evening was spent in a delightful 
dinner dance and bridge.
A t the morning session C. Cecil Bryant, 
Chairman of the State Board of Accountancy, 
gave a very interesting talk on the activities 
o f the Board. Various committee assignments 
were made, and the fo llow ing officers were 
elected fo r the ensuing year: President, F. B. 
Colley, o f Jacksonville; Vice-Presidents, Lee 
C. Shepard, o f St. Petersburg, Gordon M.
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Dickinson, of Deland, and Harry Goldstein, 
of M iam i; Secretary, C. H. Goodrich, o f Jack­
sonville; Treasurer, A. Gilbert Lester, o f 
W inter Haven.
Sincere thanks were extended M r. and Mrs. 
Cecil Bryant and family who comprised the 
entire entertainment committee, it being the 
consensus of opinion that one o f the most 
delightful times ever experienced at a con­
vention o f the Institute had been had at Ocala.
A  go lf tournament was held in the after­
noon, Jay E. Bigham winning the cup.
GEORGIA 
The Atlanta Chapter o f the Georgia So­
ciety of Certified Public Accountants has just 
issued notices o f the program for the balance 
o f the year.
A ll meetings are held at the Atlanta A th ­
letic Club, dinner at 6:30 and the regular 
session at 7:30. The August meeting w ill 
center around a discussion of the National 
Industrial Recovery Act. The September meet­
ing w ill be devoted to a consideration o f the 
Securities Act of 1933. The October meeting 
w ill be an open one, at which time an outside 
accountant w ill be the guest speaker. The N o­
vember meeting w ill be a jo in t session w ith 
the Atlanta Chapter o f the National Associa­
tion o f Credit Men. The December meeting 
w ill be of a special nature. The committee 
expects to be able to surprise all who attend.
W ith  this notice there was included copy 
o f the recently amended constitution and by­
laws o f the Georgia Society.
IN D IA N A
A  B u lle tin , issued by six certified public 
accountants o f South Bend, Indiana, made its 
appearance in  July as volume I  number 1. Its 
purpose is to be a means o f publicity concern­
ing the Certified Public Accountant and his 
work.
The first issue contains selections from the 
C.P.A. law of the State, outline of a classifica­
tion of accountancy services, comments on the 
Securities Act, w ith reminders o f reports 
needed to be made w ith regard to State and 
Federal taxes.
The material is good, but it is believed that 
i t  would be far more effective i f  it  could be 
issued by a South Bend Chapter of the Indiana 
Association of Certified Public Accountants.
LO U IS IA N A 
The Executive Board of the Society of 
Louisiana Certified Public Accountants has 
accepted a report o f its library committee and 
adopted its recommendations for the establish­
ment o f a professional library, owned by and 
operated under the supervision o f the society, 
at the New Orleans Public Library.
The Executive Board also decided to present 
a gold medal to the best accounting student in 
Tulane, Loyola, and Louisiana State Univer­
sity in lieu o f cash awards to the best and sec­
ond best as heretofore given.
A  committee was appointed to consider 
making an appropriate public announcement 
regarding the asking of bids and the making 
of bids.
M IC H IG A N  
The annual meeting of the Western M ichi­
gan Chapter of the Michigan Association of 
Certified Public Accountants was held at the 
Kalamazoo Country Club, Kalamazoo, on June 
9, 1933.
The follow ing officers were elected for the 
ensuing year: President, Robert Grainger, 
Kalamazoo; Vice-President, Seymour R. Berkey, 
Grand Rapids; Secretary, Ralph G. Wilson, 
Grand Haven; Treasurer, C. Claire Moore, 
Muskegon; Auditor, Raymond F. Knape, 
Grand Rapids.
M INNESO TA 
The second annual go lf tournament of the 
Minnesota Society of Certified Public Account­
ants was held at Midland H ills  G olf Club.
Carl Honigman, of Duluth, was winner, 
w ith A. E. Larsen, o f Minneapolis, runner-up. 
Newton L. Bowers and George C. Ludolph, 
o f Minneapolis, tied for th ird place, and L. R. 
Groving, o f Duluth, was fourth.
N EW  M EXICO 
The annual meeting of the New Mexico 
Society o f Certified P ub lic  Accountants was 
held in Albuquerque, on July 8, 1933.
Reports of officers and committee chair­
men were heard and the fo llow ing officers 
elected for the ensuing year: President, Lon 
M. Fletcher; Vice-President, J. Bryan Stephen­
son; Secretary-Treasurer, Rodney B. Horton; 
Directors, Guy A. Douglass, C. L. Linder, 
Ernest Reynolds and Fred R. Gould.
J. Bryan Stephenson was in charge of ar­
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rangements for the day. Luncheon was held 
at the Franciscan Hotel, and in the evening 
there was a banquet at Romero Inn, at which 
all public accountants were guests of the so­
ciety. _________
PENNSYLVANIA
The annual summer outing of the Philadel­
phia Chapter of the Pennsylvania Institute of 
Certified Public Accountants was held on 
Wednesday, July 19, 1933, at the Overbrook 
Golf Club, near Philadelphia. About sixty 
members attended, most of whom entered into 
the golf tournament or tennis matches.
The golf winners were: Low net, Frank E. 
Hare; low gross, Walter L. Morgan; kickers’ 
handicap, Richard F. Ennis.
The winner in the tennis match was Mr. 
Matlack, who attended as a guest of the 
Chapter.
Adrian F. Sanderbeck, of Pittsburgh, Presi­
dent of the Pennsylvania Institute, attended 
the dinner and addressed the members briefly 
on the aims of his administration. He called 
for increased activity from members and for 
greater effort in securing new members. He 
stated that the new legislation, both State and 
Federal, has drawn the attention of the public 
to our profession, and that he feels that it 
may be advisable to publish a series of articles 
to inform the public as to what should be 
expected of Certified Public Accountants and 
what their qualifications and limitations are.
The other speaker of the evening was Clar­
ence L. Turner, Vice-Chairman of the Penn­
sylvania Institute. Mr. Turner’s remarks were 
concerned with the practical angles of the new 
legislation, especially relating to taxes. He 
discussed the Bulletins issued by the National 
Recovery Administration, and informed the 
members as to where copies of the bulletins 
may be secured. Mr. Turner expressed his 
personal opinion that the capital stock and 
excess-profits tax carried by the NIRA will be 
retained by Congressional reenactment after 
the end of the present crisis.
The members decided to hold another out­
ing and sports tournament in September.
Secretary Springer was guest speaker at the 
Tuesday, July 25, weekly luncheon of the 
Pittsburgh Chapter, held at the Keystone Ath­
letic Club.
Warm weather had evidently not decreased 
the interest of the profession at Pittsburgh,
as forty members were present.
The Pittsburgh Chapter has found the 
weekly luncheon idea to be very successful in 
holding the interest of members throughout 
the entire year. Announcements are made 
once a month as to the topics to be considered 
during the next month.
Edwin S. Reno, Chairman of the Pittsburgh 
Chapter, presided, and the Secretary of The 
American Society had the opportunity, seldom 
afforded in any one city, of being flanked on 
both sides by former presidents of The Ameri­
can Society, Messrs. Frank Wilbur Main and 
Paul W . Pinkerton. After briefly outlining 
the probable changes produced in accountancy 
procedure as the result of the Securities and 
Recovery Acts, the Secretary discussed, by re­
quest, the general subject of regulatory legis­
lation.
W ASH INGTON 
The C.P.A., Spokane Chapter bulletin, for 
June discusses the new Capital Stock Tax and 
Excess Profits Tax, Tax on Dividends, Ex­
piration dates of the foregoing and the Wash­
ington State Sales Tax.
KEN TU CKY
The 1933 Year Book recently issued by the 
State Board of Kentucky, marks a forward 
step.
The certificate holders are first listed alpha­
betically by cities with firm connection noted. 
They are next listed alphabetically within the 
State, giving the firm connection and indicat­
ing membership in the Kentucky Society, The 
American Society or the American Institute. 
W e were glad to note that every member of 
The American Society was also a member of 
the Kentucky Society. The third listing in­
cluded the non-resident certificate holders who 
were practicing accountants. The fourth list­
ing included the non-resident non-practicing 
certificate holders. Then, as always happens 
in connection with any State Board list, there 
follows a group of certificate holders with 
their last known address and request for 
further information as to their present where­
abouts.
Following the listings some comments are
State Board News
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made with regards to examination results, 
showing that o f the forty-eight different candi­
dates who sat in the years 1930, 1931 and
1932, fourteen had received certificates, a very 
creditable record. A fter a copy of the Ken­
tucky law one page is devoted to a resume of 
the work o f the Kentucky Society of Certified 
Public Accountants, and three pages are u ti­
lized in listing the "essential information 
which should be reflected by an audit report 
prepared as the basis o f an analysis o f a finan­
cial statement fo r credit purposes”  as required 
by the Louisville Clearing House Association. 
The last page is reproduced:
L a s t  W o rd
" I t  is the belief o f the State Board o f Ac­
countancy o f Kentucky that the interest o f the 
Public Accounting Profession can best be 
served by organization and association o f its 
members.
" I t  is not nearly so easy to think or call a 
man a rogue or a scoundrel i f  you really know 
him. None of us are so good but few of us 
are very bad.
"Join your State society and attend its meet­
ings whenever possible. Associate and ex­
change ideas w ith your competitors. Acquire 
membership in The American Society and the 
American Institute i f  eligible, but in any 
event subscribe for and read the publications 
o f both.
"W e believe that the Public Accounting 
Profession has its greatest opportunity before 
it. We w ill take advantage o f that opportun­
ity only to the extent that we deserve the 
confidence o f those depending upon our re­
ports.”
LO U IS IA N A 
Archie M. Smith, C.P.A., has resigned from 
the presidency of and from  membership on 
the State Board of Certified Public Account­
ants o f Louisiana. Emile Bienvenu, C.P.A., 
fo r many years secretary of the Board, has 
been elected president.
M IC H IG A N  
Governor Comstock appointed, on July 12, 
M r. Howell Van Auken, of Detroit, M ichi­
gan, as attorney member o f the Michigan State 
Board of Accountancy to f i l l  the vacancy cre­
ated by the expiration o f the term o f Theo.
C. Betzoldt.
The Michigan State Board o f Accountancy 
printed the classification as adopted by The 
American Society and several o f the State 
societies, in its 1932 Register.
N E W  YO RK 
A t the annual and organizing meeting of 
the Accountancy Committee on Grievances o f 
the State of New York, held on July 6, 1933, 
the fo llow ing officers were elected: Chairman, 
Homer A. Dunn, C.P.A.; Vice-Chairman, 
Frederick G. Colley; Secretary, Ernest W il l ­
vonseder.
RHODE ISLAND 
W illiam  H. Segur, C.P.A., has been ap­
pointed as a member of the Rhode Island State 
Board of Accountancy to succeed Ernest L. 
Goodman. The Board as reorganized is as 
follows: Chairman, Carl W . Christiansen; 
Secretary, Thomas C. Lomasney; Treasurer, 
W illiam  H. Segur.
Ancient Prices
The N a tio n a l Geographic M agazine for 
July has an interesting article by Claude F. A. 
Schaffer, on "Secrets from Syrian H ills .”
The article is descriptive o f the revelations 
which explorations recently made have brought 
to light— customs and practices o f more than
3,000 years ago. These explorations have 
brought evidence which has completely 
changed the theories advanced by scholars up 
to 1929 when the ruined city o f Ras Shamra, 
in  northern Syria, was opened up. I t  was sup­
posed that the Phoenicians were the first to 
devise our alphabet. This revelation, however, 
showed that over 3,000 years ago an alphabet 
w ith twenty-eight letters had been fu lly  de­
veloped. Dictionaries were discovered.
O f special interest to accountants was one 
paragraph in the article reading: " In  de­
ciphering another dictionary, under the word 
ganba, which means price, we find listed the 
fo llow ing explanations: the ’great’ price (w ith 
which the bargaining begins), the 'small' 
price (w ith which it ends), the 'gross’ price, 
the 'net’ price, the 'fixed’ price, the 'good’ 
price, the 'beautiful’ price, the 'in  the city,' 
etc., all the subtle variance o f prices w ith 
which the oriental traders haggled 3,000 years 
ago, and over which they haggle today.”
N o mention seems to have been made of 
the present-day "price-cutter.”
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A N N O U N C E M E N T S
Eric L. Kohler, C.P.A., formerly o f E. L. 
Kohler &  Co., o f Chicago, is now associated 
w ith the Chicago office o f Arthur Andersen 
& Co., One LaSalle Street, Chicago, Illinois.
Haskins & Sells announce as o f June 1, 
1933, that the fo llow ing Certified Public Ac­
countants have been admitted to membership 
in the firm : Messrs. Frederic A. Tilton, Austin 
R. Porterfield, and Frederick C. Rohwerder, 
of the New York office; H. Brooks Davies, 
of the Cleveland office, and W illiam  M. Trant, 
of the Denver office.
Ben H. Whittaker, C.P.A., announces his 
association w ith Mr. R. C. A llen fo r the prac­
tice of public accounting under the firm  name 
of A llen &  Whittaker, 215 West Seventh 
Street, Los Angeles, California.
R. J. Leo, C.P.A., is now located in the 
American Bank Building, Portland, Oregon.
The Philadelphia office o f Peat, Marwick, 
M itchell &  Co. was recently moved from the 
Franklin Trust Building, 1500 Chestnut Street, 
to 1500 Walnut Street.
Colin J. MacLeod, formerly Internal Rev­
enue Agent in Charge; W illiam  E. Hayes, 
C.P.A., formerly w ith Fox, Hayes &  O ’Brien, 
and Honorable David Burnet, former Com­
missioner of Internal Revenue, announce the 
opening of offices, as of July 1, 1933, at 716 
Investment Building, Washington, D. C., and 
60 Congress Street, Boston, Massachusetts.
Webster, Blanchard & Taylor announce that 
Henry A. Horne, C.P.A., has become a mem­
ber of the firm and the firm name changed to 
Webster, Horne, Blanchard & Taylor, w ith 
offices continuing at 50 Broadway, New York 
City, and 15 Lewis Street, Hartford, Con­
necticut.
Max N. Wygod, C.P.A.., announces the 
removal of his office to 11 West 42nd Street, 
New York City.
Maurice Potter, C.P.A., announces the re­
moval o f his office to 10 State Street, Boston, 
Massachusetts.
W illiam  Flin t &  Co., Certified Public Ac­
countants, announce the removal o f their o f ­
fices to 2208 Girard Trust Building, Broad 
and South Penn Square, Philadelphia, Penn­
sylvania.
Group Cooperation
Monday evening, July 10, 1933, a dinner 
was given in the banquet room of the Mona 
Lisa Restaurant, Los Angeles, California, 
sponsored by the Los Angeles chapters o f the 
National Association o f Cost Accountants, 
Petroleum Accountants Society, California So­
ciety o f Certified Public Accountants, the So­
ciety of Industrial Engineers, and the Iota 
Chapter of Beta Alpha Psi.
The program dealt exclusively w ith the Na­
tional Industrial Recovery Act. Gordon L. 
McDonough, o f the Construction Industries 
Department o f the Los Angeles Chamber o f 
Commerce, presided. The speakers were D. J. 
Williams, secretary and manager o f Whole­
sale Furniture Manufacturers Association; W . 
E. Fowler, representing the Southern Cali­
fornia Bakers’ Association; Frederick J. 
Knoeppel, C.P.A., and Manchester Boddy, 
publisher o f The Illu s tra te d  D a ily  News.
Hy. W . Sanders, in his page "From a Busy 
Desk,”  in  Burroughs Clearing House, July,
1933, writes:
"One large city bank has so far developed 
cooperation w ith the certified public account­
ants that now in most cases there is a meeting 
between the client, accountant, and bank credit 
officer before an audit is made. There is frank 
and fu ll discussion of the client’s business and, 
i f  possible, an agreement by mutual consent as 
to the scope of the audit, and in particular the 
various points on which the bank would like 
fu ller information. The audit is made and 
then afterwards the three meet again and go 
over it, and a line o f credit is recommended 
to the bank’s board o f directors. The bank 
says that i t  is not particularly interested in 
making loans to the sort o f business people 
who would resent such a proceeding as the 
above, because it  means either that they can­
not face the audit, or that they belong to the 
cocksure class who say 'I  know my business, 
and no person can tell me anything about it.’ ”
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Professional Ethics
The Board of Governors of the Connecticut 
Society o f Certified Public Accountants re­
cently presented the fo llow ing as an official 
interpretation o f certain provisions in  the by­
laws relating to the code o f ethics. Official 
notice was issued to all members under date 
o f July 18. These interpretations had been 
prepared by the Committee on Professional 
Ethics. They related to the two subjects:
1. A dve rtis ing .
"Resolved, That a card is hereby defined as 
an advertisement which sets forth the name, 
title  or other professional affiliation and ad­
dress of the advertiser, without further ampli­
fication. In  the case of announcements of a 
change of address or personnel, the same shall 
be limited to a plain statement o f the fact. 
Such cards, when appearing in newspapers 
shall not exceed two columns in  width and 
three inches in depth; when appearing in 
magazines, directories and similar publica­
tions, such cards shall not exceed one-quarter 
page in size.”
2. P ub lic ity .
"Resolved, That any publicity (otherwise 
than as defined in paragraph one) shall be 
undertaken only by the Connecticut Society of 
Certified Public Accountants. U n til such time 
as the Society undertakes on behalf o f its mem­
bers, a definite program of publicity, mem­
bers may issue such publicity as may have 
been submitted to and approved by the Com­
mittee on Professional Ethics.”
Accounting Courses
Circular No. 94 was issued in  May by the 
Office of Education, U. S. Department o f In ­
terior. I t  relates to Collegiate Courses in  Ac­
counting and Business Statistics, and was pre­
pared by J. O. Malott, Specialist in Com­
mercial Education.
W ith  regard to the colleges listed, there 
was recorded the number of instructors in  ac­
counting, the number o f courses in  accounting 
and the number o f students enrolled in ac­
counting, together w ith the number majoring 
in  accounting.
There were 114 reporting only one course 
in accounting and business statistics; 322 re­
ported a larger number of courses w ith  forty- 
six different institutions offering ten or more 
courses. In  255 o f the 436 institutions there
is only one instructor offering these courses, 
but thirty o f them have seven or more instruc­
tors. In  126 o f the institutions a curriculum 
is offered in which students may major. There 
was a noticeable variation in terminology, 101 
different names being given to curriculum 
titles. In  the 436 institutions 1,060 instructors 
were listed, and the total number o f courses 
offered was 1,808. The total number of stu­
dents enrolled was 76,912, of which number 
4,391 were majoring.
A ccounting, Commerce and Insurance has 
been incorporated w ith the Investor’s Journal, 
published in Wellington, New Zealand.
H e r  C o m p l a i n t  
" I ’m going straight down to the post office 
to make a complaint,”  said Freda pertly.
"Oh, darling,”  said her young man, " I ’l l  
do it for you. What is it  you want?”
" I  want to find out why they haven’t de­
livered that box of chocolates you promised 
you were going to send me,”  she replied.
— Answers Magazine.
A re You Going to Washington 
to Start the W heels of Your 
Industry?
Whether it  be in connection with 
the Conference on Industrial Codes 
or the administration of the $3,- 
300,000,000 Public Works Program , 
The W illard is your logical head­
quarters— adjacent to
General Johnson’ s Office 
Home Loan Bank Hdqtrs.
Farm Loan Board
P ublic W orks Budget Hdqtrs.
New Commerce B u ild ing  
Office o f Postmaster General Farley 
— Whi t e House Offices 
  Railroad A dm in is tra tion
WILLARD HOTEL
“ T h e  R e s id e n c e  o f P r e s id e n ts ”
14th and Pennsylvania Avenue 
Washington, D. C.




Taylor and Miller — C. P. A. PROBLEMS AND 
QUESTIONS IN THEORY AND AUDITING
By Jacob B. Taylor, C.P.A., Associate Professor of 
Accounting, Ohio State University, and Hermann 0. 
M iller, C.P.A., Assistant Professor of Accounting, 
Ohio State University. M cGraw-H ill Accounting 
Series. 600 pages. $5.00
SOLUTIONS TO C. P. A.Taylor and Miller— 
PROBLEMS
By Jacob B. Taylor and Hermann C. M iller. 486 
pages, 6x9. $5.00
These books were prepared to meet the needs of candi­
dates fo r the C.P.A. examinations and students requiring a 
thoroughgoing review of accounting principles and prac­
tice in  application to practical problems. Here are 243 
accounting problems, 260 questions on accounting theory, 
204 queries on auditing theory and procedure— with 
solutions to the problems, carefully worked out in  ac­
cordance w ith accepted principles and practice. These 
problems and questions have been judiciously selected 
from those actually propounded in recent State and 
A .I.A . examinations throughout the country. Two com­
plete examinations are fu lly  reproduced for checking 
one’s speed and proficiency under the usual time lim its.
Kohler and Morrison — PRIN CIPLES OF 
ACCOUNTING
By E ric L . Kohler, formerly Professor of Accounting, 
Northwestern University School of Commerce, and 
Paul L . Morrison, Assistant Professor of Finance, 
Northwestern University School of Commerce; As­
sistant to Vice-President and Comptroller, Middle- 
West U tilities Company. Second edition, 507 pages, 
5 ½ x8, illustrated. $4.50
This book is designed to give a real working knowledge 
of accounting w ith in  a single volume. Throughout, the 
authors keep to the fro n t a typical business enterprise 
as the accounting un it, and show exactly how to handle 
each business transaction from start to finish according 
to the best standards of accounting.
Kohler and Pettengill — PRIN CIPLES OF 
AUDITING
By E ric  L . Kohler, and Paul W. Pettengill, Lecturer 
in Accounting, Northwestern University School of  
Commerce. Th ird  edition, 475 pages, 5 ½x8. $5.00
A standard work on audit practice explaining jus t how 
the auditor proceeds in determining the financial condi­
tion and earnings of a business for its officers, directors, 
partners or stockholders, bankers or investors. This edi­
tion includes 305 problems and questions, and a set of 88 
working papers comprising a complete, practical auditing 
problem.
Grant — SIM PLIFIED  MATHEMATICS FOR 
ACCOUNTANTS AND EXECUTIVES
By H a rris  D. Grant, Consulting Accountant. 329 
pages, 6x9. $3.50
Shows how to solve problems involving compound interest 
and discount by simple arithmetical methods, using no 
algebra or logarithms. Complex problems in  annuities, 
sinking funds, amortization, etc., are included, and their 
analysis and solution by simple, effort-saving methods are 
shown.
Donald — HANDBOOK OF BUSIN ESS 
ADMINISTRATION
Editor-in-Chief, W. J. Donald, Vice-President, Ameri­
can Management Association. W ith  the collaboration 
of 129 recognized authorities. Sponsored by and 
published for the American Management Association.
1,752 pages, 4½x7, illustrated, flexible. $7.00
This book brings together in  a form comparable to the 
great handbooks of engineering and the professions what 
is known of the science of business management. In  the 
fields of sales and marketing, office and personnel manage­
ment, production, finance and general business adminis­
tra tion i t  gives a thorough resume of best effective po li­
cies and methods, based on actual practice, and treated 
by individual specialists in  each subject covered.
Examine any or all of these books for 10 days F R E E  
Send this Coupon
M cGRAW -HILL FR E E  EXAMINATION COUPON
M c Gr a w - H i l l  B o o k  Co m p a n y , I n c ., 330 W est 42nd Street, New Y ork  City.
Send me the books checked below, postpaid, for 10 days’ free examination. I  will pay for 
those I  wish to keep and return the rest, within 10 days of receipt.
( ) Taylor and M iller —  C .P .A . PROBLEMS, $5.00.
( ) Taylor and M ille r —  SOLUTIONS TO C .P .A . PROBLEMS, $5.00.
( ) Kohler and Morrison —  P R IN C IP LE S  OF ACCOUNTING, $4.50.
( ) Kohler and Pettengill —  P R IN C IP LE S  OF A U D IT IN G , $5.00.
( ) G ra n t— S IM P L IF IE D  M ATHEM ATICS FOR ACCOUNTANTS AND EXECUTIVES, $3.50.
( ) Donald —  HANDBO O K OF BUSINESS AD M IN IS TR A TIO N , $7.00.
N am e________________________________________________________________________________________________
| A ddress__________________________________________ Position__________________________________________
City and State____________________________________Company________________
(Books sent on approval in  U. S. and Canada only.) CPA-8-33
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The speedy hands of the typist 




A  mere touch of the “ return”  key 
which is conveniently located on the 
keyboard, causes the motor to return 
the carriage to the starting position, 
o r  to any predetermined intermediate 
 point. Spacing to the next writing line 
is automatic . . . and accurate.
 THE MOTOR 
 SHIFTS TO 
CAPITALS
 
a light depression of the "shift”  key
 (normally used to shift the platen manu­
a lly) causes th e  m o to r to  sh ift th e
 p l a t e n  instan tly  to the upper position
 T hus, “ shifting”  instantaneous, light
a n d easy . . . the motor does the work
Think w hat this new  developm ent 
means in the saving o f time and energy; 
how much faster and easier it makes 
typing; how it increases production, and 
results in a consistently better grade  
of w ork.
L ik e all Burroughs machines, this new  
typew riter is built to give long, depend­
able, economical service. It 
is guaranteed by Burroughs; 
it is backed by Burroughs’ 
ow n w o rld w id e  s e rv ice  
organization . . . skilled and 
exp erien ced  in servicing  
e l e c t r i c a l l y  c o n tr o l le d
The keyboard is standard . . . There is no new touch to learn
B u r r o u g h s  m a c h in e s . B u rro u g h s  
E lectric  C arriage T ypew riters— as well 
as all other Burroughs typew riters— are  
now being displayed at local Burroughs  
offices. Telephone for a demonstration, 
or w rite  for illu s tra te d , d e scrip tiv e  
fo ld er. B u rro u g h s  A d d in g  M ach in e  
C o., 6418 Second Blvd., D etroit, M ich.
B U R R O U G H S
T Y P E W R I T E R
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To those who 
plan to take 
the next C.P.A. examination
I N addition to its regular 
Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features of the training are:
100 problems in  Practical Accounting 
with solutions and comments
100 questions and answers in  Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in  Theory  
of Accounts 
Elaborate explanations and comments 
that include, in  addition to  the finished 
statements or solutions, such items as 
suggestions for “ Notes to the Examiner,”  
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A, I. A. examina­
tion, or ( 2) specially prepared to train 
the candidate in  handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions. 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P.A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, “ How to Prepare for the C .P.A. Examination,”  is available for those who are interested. For a free copy, just write your name and address below and mail.
In te rn a t io n a l A ccou n tan ts Society, Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “ How to Prepare for the C. P. A. Examination,”  
which describes your special Coaching Course for Accountants.
Name_ .Company..
Address...
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"M o ney  w on ’t  be managed r ig h t u n t il i t  makes the poor happy 
instead o f keepin ’ the rich  w orried .”
J u d  T u n k in s
The President’s Page
freedom
B y  R a lp h  W . E. C o le , C.P.A.
T o d a y  we noticed a large and representative group of business men gathered together for luncheon and, as we passed by an open door of the 
dining room, we saw them stand and heard the singing of familiar strains, 
these words sifting through the windows, "Sweet land of liberty.” As the 
luncheon progressed there developed a spirit of joviality and badinage common 
to groups of this sort, and with which most of us are quite familiar, including 
the collection of "fines” imposed by the dictator of the day. Then the addresses 
with stories and jokes, and yet underneath it all, a spirit of seriousness and an 
indication of a unity of motive and purpose supporting all of the activities.
Yesterday, while passing through a city park, I observed a motley assemblage 
of loafers gathered in a gesticulating crowd with each man trying to out-talk  
the other in advancing his pet theory of government, and particularly empha­
sizing his individual "rights” and "freedom ,” and usually with the most un­
kempt of them all in vociferous protest against so-called infringements of his 
"personal liberties.”
Last night the evening papers headlined a startling statement of defiance 
to proposed codes by "captains of industry,” those great citizens and able busi­
ness men who compose the small group which controls and directs the most 
important and far-reaching of our necessary industries. T he intimation being 
that freedom of action for "big business” is meeting with "interference.”
A t the same time all over the country, groups of citizens, under the leader­
ship of chambers of commerce, m anufacturers’ associations, farm ers’ granges 
or other directional organizations, are seriously and earnestly studying methods 
by which our national industrial recovery may be accomplished.
W e  hark back to the days of our Pilgrim  Fathers, and in answer to the 
question, "w hy did they come to the shores of the new land ?” we answer, "in  
search of freedom .” W e  look at the coin o f the land and we see "Liberty,” 
"In  God W e  T rust,” and "E-Pluribus U num ,” and we wonder just w hat does
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it all mean. H ave we, as a people, substituted License for Liberty, forgotten the 
existence o f H im  in whom our nation used to trust and ignored the m otto  
"out o f many— one” ? D id our Pilgrim  Fathers find the liberty and freedom  
which they sought or did they merely escape certain unpleasant environments 
and defer to posterity the day of discovery ?
W e  are reminded of the m axim , "Eternal vigilance is the price of liberty,” 
and venture to suggest a slightly different phrasing in order to convey our idea 
o f w hat sort of vigilance is necessary. Suppose we say a vigilance common to 
all citizens in these United States, since no one man may be free as other men 
are free. N o man has liberty truly, unless he respects the liberty o f others. N ote  
the man who pays no attention to the desires or privileges o f others, who 
exercises his own selfish ambitions. Ninety-nine chances out o f a hundred it 
is impossible to live with him, and he himself becomes the slave of his own 
selfish indulgences, and is not a free man at a ll !
M en are alike. There is no superiority or prestige which elevates man to 
something else than just man. N o m atter what color the skin, the human body 
responds to food, weather, and decay alike— flesh and blood is the same the 
world over. H um an nature is universal. M entally and m orally all men are the 
result o f the training to which they are subjected. Customs only, differ.
T he fact of brotherhood being established, it only remains for men to act that 
way. H ere then is the thought we would express, that now has arrived the time 
when that freedom sought by our fathers may really be developed. Our first 
group seems to reach, although perhaps a little blindly, for it; the second and 
the third groups are emphasizing the imperative need for it; and the fourth  
group is approaching this goal as it is earnestly follow ing the plans of our 
President for "econom ic solvency.”
W e  not only are brothers under the skin; not only must act as if we w ere; 
but we must want, always, to do the considerate thing. W h en  we all are willing 
to convert that motive into action, then shall we have put into effect the true 
spirit o f cooperation. Until then there can be no permanent cure o f the evils 
from  which we suffer. W h en  that is done, Liberty will mean the substitution 
of Justice and Goodwill for the power o f Force.
Let us resolve, as members of the great profession of Accountancy, to be 
among those who will lead in the exam ple first to be set before this high ideal 
may be accomplished.
W e  have the Vision— may we rise to the opportunity.
Official Notice
August 10, 1933.
By authority of A rticle X I  of the Constitution the amendments to the Con­
stitution and By-laws submitted to the members under date of June 10, 1933, 
are declared effective as of this date. In all cases m ore than two-thirds of the 
members voting thereon within a period o f two months from  the date o f the 
mailing of the ballots voted in the affirmative.
R a l p h  W . E. C o l e ,  President.
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T he Accountant and Lawyer Under R ecovery 
Laws*
B y N a t h a n  B o o n e  W i l l i a m s ,  W ash in g to n , D . C.
Laws do not remake men. Conditions do, however, bring men to a realiza­
tion of their place in the social scheme of things and force upon them to take 
thought of their proper part and responsibility for conditions in which they find 
themselves.
In the rush of developing a new country and wresting its riches from  a 
virgin continent, change, shift, and readjustment are the constant order and 
are to be expected. Unfortunately, we have taken little thought or made slight 
provision to minimize the unfortunate consequences which naturally follow  
in their wake.
W e  have now enforced opportunity and compelled responsibility for an 
ordered business system wherein business itself writes the rules, subject to 
certain minor social inhibitions and requirements, long recognized by forward- 
looking business men, such as minimum living w age as a legitim ate beginning 
charge upon business enterprise and a work week which will afford opportunity 
for social enjoyment and consumption of the goods o f our expending civili­
zation.
Perhaps the most hopeful augury for the success of our present effort lies 
in the fact that despite much press and vocal vociferations as to its newness, 
there is nothing new about it. Society in the past, under stress, has put into 
operation every one o f the items in our present schedule of attempts to readjust 
and improve the social order. K ing Hammurabi of Babylon some 5000  years 
ago had a minimum w age statute in the earliest code of law known to man. 
Revaluations of currency, limitations upon working hours, price-fixing and 
every other item in our present program  has been used in other periods of 
human history. T he com forting fact remains that humanity has undoubtedly 
moved forward, and we will continue to, in some way, perform  the necessary 
work of supplying the fundamental three R ’s o f human existence— rations, 
roofs, and raiment.
Liquidation comes to a people only in death, and as that has not yet over­
taken the human race, I think we can count on its persistence. It will make 
readjustments, may even liquidate some of its errors, and in doing so will 
have m ore than ever frequent occasion to call upon the accountant and the 
lawyer to discover errors and apply correctives.
Business men will have many and frequent occasions to regard themselves 
not super-men of political, social, ethical, and business omniscience, but men 
who recognize and tap all available sources of human knowledge in the best
*M r . W illiam s  is a W ashington law yer long interested in  associated business ac tiv ity , con­
versant w ith  the law  o f u n fa ir  competition, and author o f “ F rom  De Tocqueville to  Roosevelt,”  
in our June number.
516 THE CERTIFIED PUBLIC AC C O U N TAN T September,
possible way. They will apply themselves to the conduct o f their individual 
businesses with energy and persistence and in full recognition of fundamental 
business principles.
W hen the tumult and the shouting dies down, business men will begin to 
take stock to see w hat may reasonably be expected of the new conditions 
under which business must be conducted.
One plain suggestion is that it is against public policy— another name 
for "public interest”— for business to be conducted with a w aste of social 
capital. W hen such waste occurs investors and public alike are w ronged; the 
State is defeated o f its just charge for its upkeep in the form  of taxes, and 
social turmoil of reorganization and bankruptcies must ensue.
Hence, all business must recover its costs, as in this way only can such waste 
be avoided. This calls for the unvarying skill and integrity of the accountant. 
H e takes his important and much-neglected place in the economic picture. His 
continuous and developing experience will be required by the business man, 
small and large, by the State, by the banker solicited to advance credit, by all 
and sundry. T he trade and industry association will need and require his ser­
vices in developing degree, and m ore particularly as the business man comes 
to realize that his trade or industry association is an integral part of his business 
mechanics and that the facts and experience of others in his trade may be 
continually a necessity for correct conduct o f his own operations.
As these ideas begin to percolate into business intelligence, the m ore alert 
the business man, the m ore will he require of his industry association.
The banker will w ant to know the experience o f the industry in order to 
test the proposals of the particular business in prospect and performance.
Then comes the development of the law m erchant in the varying codes of 
fair competition approved by the codes of particular industries. H ere the ex­
perience and judgment of the qualified lawyer will enter the picture. The  
m ore wide his exprience and study of trades and industries, the better per­
spective he will have as to the unsoundness from  a legal or broader view of 
business practices, and his training will give him a constantly better perception 
and his judgment a sounder basis as he is called upon to pass judgment upon 
whether or not a given state of facts constitutes a violation of the code of fair 
practice set up for the industry.
N atural suspicions o f business men may even well indicate that the trade 
or industry association will arrange with qualified counsel to review their 
volume of complaints just as if he were a judge in chambers having no direct 
relation to the industry and responsible only to his own conscience for his 
opinion. A technique of this kind for the handling of alleged violations of 
the code could be readily worked out by a number of associations whereby each 
would get the combined experience of such counsel at an expense quite nominal 
to each and with the added impersonal consideration so much to be desired.
It is idle, in my judgment, not to regard the present legislation as measura­
bly permanent, and it would seem the part of wisdom for business men to
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make the most of their opportunities by the full acceptance o f their responsi­
bility under present conditions and make of their associations the real tool of  
industry which the laws contem plate. If they do this, the role of the accountant 
and counsel will increase in responsibility and importance.
Both being actuated by a high sense of professional obligation will per­
form  their functions in full accord and with that becoming restraint natural 
to fundamental professions.
Profession, Trade, or Industry?
"And Company”  always seems to me 
To be the height o f fo lly
For those who would professional be - 
Unless they mean to jolly.
I t  adds no lustre to a name,
For i t ’s a pose assumed.
Its use w ill lessen not the shame 
I f  knowledge be impugned.
"And Company”  thus implies a role 
I shouldn’t like to act
I f  I were practicing alone 
Or as a firm, in fact.
I f  I were practicing alone,
No "Company”  would adorn
My work: for that I ’d claim my own 
And other credit scorn.
I f  to a firm I should belong,
I ’d feel one o f the band,
And hope my name should go along 
W ith  them— not just be "and.”
W . A. H i f n e r , J r ., C.P.A.
Lexington, Ky.
I t  is noted that the Treasury Department 
w ill employ private architects to the fullest 
possible extent in the designing of public 
buildings to be erected under the general juris­
diction of the Office of the Supervising Archi­
tect.
The American Institute of Architects has 
long contended that the independent architect 
should do this work rather than that the Gov­
ernment should maintain the elaborate system 
of architect offices which it  has had, and natur­
ally feels that its fight has not been in vain 
in view of this new policy. I t  is not intended 
that the American Institute of Architects or 
its representatives w ill establish any preferred 
list but that the basis of selections shall be the
registration list of the several states having 
registration laws, and selections w ill be made 
as the result o f inquiries in the states without 
registration laws.
It  is believed that this new attitude of the 
Treasury Department w ill encourage the de­
velopment o f higher standards of public archi­
tecture in the United States, and it is main­
tained that this improvement w ill be secured 
at even less cost to the taxpayers than they have 
paid fo r the heretofore stereotyped designs.
This result achieved by the architects should 
encourage certified public accountants to con­
tinue their efforts along just the same line to 
induce the Government to secure the services 
of the professionally trained accountant as 
distinguished from the governmentally trained 
accountant. This does not mean that some o f 
the governmentally trained accountants, the 
same as some of the governmentally trained 
architects, are not individually capable, but 
when massed under governmental regulations 
the output must necessarily represent the ab­
sence o f initiative, which is not productive of 
the best results. W ithout doubt, i f  the banks 
of the United States had been independently 
audited instead of governmentally examined 
during the past ten years, the entire cost would 
have been much less than the losses sustained 
by reason of imperfect examinations for which 
the individual examiners are not as much to 
blame as the system under which they have 
operated.
The Department of Commerce has recently 
sent out a questionnaire to independent ac­
counting practitioners asking for confidential 
data for the purpose of determining estimates 
o f the national income.
This was sent out in accordance with U. S. S. 
Resolution No. 220 wherein they were d i­
rected to secure this information for the years
1929, 1930, 1931 and 1932. The form in 
which the request is made enables the answers 
to be treated in a confidential manner.
518 THE CERTIFIED PUBLIC AC C O U N TAN T September,
PROGRAM
Twelfth Annual Meeting 
THE AMERICAN SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS
H o t e l  P f i s t e r , M i l w a u k e e , W is c o n s in
 
M O N D A Y , SEPTEMBER 18
M o r n in g  —  Registration: Hotel Pfister.
A f t e r n o o n — Everybody. G olf Tournament and Field Day 
at New Blue Mound Country Club, the scene of the 
last P. G. A . Tournament.
Sight-seeing trip  as alternative.
E v e n in g  —  Reception: Hotel Pfister.
Meeting 1932-1933 Board of Directors.
TUESDAY, SEPTEMBER 19
M o r n in g  —  Annual Convention of State Representatives.
Chairm an , G e o r g e  P. E l l is , First Vice-President.
Open to members and visitors.
L u n c h e o n  —  Officers, Directors, Representatives.





Greeting from National Association of Credit Men.
Reports.
A ddress....................................N o r v a l  A. H a w k in s
S ubject: "Principles o f Salesmanship as Applied 
to the Accountancy Profession.”
Ladies —  Tea and International Pageant.
5:00 P. M. — Meeting 1933-1934 Board o f Directors.
E v e n in g — Dinner Dance at New Blue Mound Country Club.
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W EDNESDAY, SEPTEMBER 20
M o r n in g  —  Round Table, "State Board Problems.”
Chairman, C h e s l e y  S. G o l d s t o n , Secretary of the 
Virginia State Board of Accountancy. 




10:00 A .M . —  Oconomowoc Lake T rip  for Ladies with 
Luncheon at Draper Hall.
L u n c h e o n  —  State Board Members.
A f t e r n o o n  —  Round Table, "Federal Securities Act” —  
Discussion Leaders:
D e n e e n  A. W a t s o n , Secretary, National Asso­
ciation of Securities Commissioners, Wash­
ington, D . C.
C h a r l e s  D. H a m e l , Attorney, Washington, D. C.
---------------------------- , Federal Trade Commission.
5:00 P. M. —  Meeting 1933-1934 Board of Directors. 
Ev e n in g  —  Bohemian N ight —  Pfister Hotel Roof Garden.
THURSDAY, SEPTEMBER 21
M o r n in g  —  Address..........H o n o r a b l e  L o g a n  M o r r is ,
Chairman, United States Board o f Tax Appeals. 
Round Table, "W hat Is Cost?”
Chairman, E r ic  L. K o h l e r , Committee on Tech­
nical Affairs.
L u n c h e o n  — State Society Officials.
Ladies’ Bridge Luncheon at "The Surf.” 
A f te rn o o n  —  Round Table, "State Society Problems.”  
Chairman, R obert E. Payne, President, Illinois So­
ciety o f Certified Public Accountants. 




Bidding and Minimum Fees.
E v e n in g  —  Annual Banquet and Dance.
R egistration  F e e  (C o verin g  all en tertainm ent fe a tu re s ): G entlem en, $10.00 ; L adies $7.00. 
H eadquarters' H otel rates from  $3.50 to $6.00 single, and from  $5.00 to  $8.00  double. 
All room s w ith bath.
T h e best available railroad rates will be secured in con nection  wi th the C en tu ry  of 
P ro g re ss  E xp osition . P ra ctica lly  every railroad in the U nited  S tates is offering a 
variety  of reduced fares to C hicago.
L O C A L  C O M M I T T E E :
Carl E . D ietze, C h airm an ; G eorge E in beck er, T re a su re r ; E dw ard  B en ton , A rth u r L . 
B irch , W m . C harles, A ndrew  P eterson  and H . A. Sinclair.
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Milwaukee Bids You Welcome!
H ERE on the shores of Lake Michigan lies 
a great city, the metropolis of Wisconsin 
— Milwaukee, and her hand is extended in a 
friendly manner to welcome all the members 
o f The American Society o f Certified Public 
Accountants to her shores to enjoy a perfectly 
planned convention.
W ith in  the space of a century, Milwaukee 
has grown from a wilderness trading post to 
the twelfth most populous city in the United 
States, ranking ninth in importance as a manu­
facturing center, and with the third most im ­
portant harbor of the Great Lakes in value of
receipts and shipments.
W hile here you may visit industrial centers 
most interesting to you and enjoy to the ut­
most ideal recreation and pleasures offered to 
you in many forms. There are elaborate thea­
ters, parks and gardens whose beauty w ill 
amaze you, and golf links and swimming 
beaches to please those who enjoy outdoor 
sports.
Convention days are happy days— and hap­
pier in Milwaukee, where the people await 
with pleasure your coming and promise to 
make your stay a most pleasant one.
T h e  N e w  H o t e l  P f is t e r — M ilw aukee H eadquarters.
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Directors or Yes Men
By U. S. G r e e n e , C.P.A ., Binghamton, N . Y.
INTERNATIONALLY prominent heads of some great business organizations have re­
cently revealed methods and practices in con­
ducting their business which are no less start­
ling than the results of those methods have 
sometimes proved. These disclosures have not 
been altogether voluntary in a number of cases, 
and this has added to their disquieting effect. 
Some executives have shown an utter disregard 
of any sense of public responsibility, while 
others indicate gross violations and exploita­
tions of positions of trust.
How is it possible for one man in a large 
corporation to exercise such a dominant role 
in the affairs o f the company? A  majority of 
directors could modify or entirely change the 
policies and practices of the executive head of 
the organization. The directors in turn are 
solely accountable to the stockholders, and not 
to the president, nor even to the chairman of 
the board o f directors of the company. So the 
executive head is subordinate both to the 
board of directors and to the stockholders. 
Yet in a number of cases they have as­
sumed a commanding and individualistic role, 
and have not hesitated to adopt methods and 
indulge in practices for their own benefit 
which have been at the expense of their com­
panies and stockholders and, in many cases, 
at the expense of the public.
Some of these executives are occasionally 
indicted and given the opportunity of justify­
ing their actions in court. There is, of course, 
no valid reason why indictments should not be 
made in proper cases, and those who are guilty 
of wrongdoing should be punished. But prob­
ably a substantial majority o f those business 
executives who indulge in questionable prac­
tices are never indicted and brought into court 
for trial. And the mere punishment of wrong­
doers seldom, i f  ever, makes fu ll restoration to 
all who have suffered losses from such mal­
practices.
A  more important inquiry is how to prevent 
malfeasance, misfeasance and improper busi­
ness practices instead of merely depending 
upon the possible punishment o f the small 
number whose questionable practices are de­
tected more or less accidentally. This suggests 
some questions as to the activities of boards of 
directors, their duties, how those duties are 
met, and how they should be met.
The legal requirements of directors o f a 
corporation are generally few in number, and 
comparatively simple. The fundamental duties 
o f directors are to plan and direct, and not be 
mere "yes men”  to the president of the com­
pany. They have the responsibility o f formu­
lating the policies of the company and direct­
ing its general operating activities.
Directors have the authority to, and gener­
ally do, delegate a considerable share of their 
duties to officers and employees of the com­
pany. Do they frequently delegate too much 
authority to the principal officer, which gives 
the opportunity that leads to abuses and mis­
feasance in some cases ? Directors who merely 
attend board meetings and passively approve 
everything proposed by one dominant per­
sonality without making intelligent, conscienti­
ous inquiries are merely stool pigeons, and 
make the grosser abuses possible.
Some directors are chosen because they have 
attained to some degree o f prominence, and 
their names included on the board o f directors 
are considered to add prestige and give addi­
tional confidence in the company. This should 
suggest an added sense o f responsibility in 
such cases to prevent losses to those who pa­
tronize a business organization because o f such 
confidence. Others are selected to the office 
of directors because they have the advantage 
of being relatives o f officers o f the company. 
In cases where this is the most important quali­
fication, their selection should be discouraged. 
Ideal directors are those whose training, ex­
perience, independence of thought, and proved 
ability qualify them to render intelligent, con­
structive service to the company.
Strangely enough, some men feel flattered 
to be selected directors o f a corporation. In ­
stead o f realizing the responsibility attaching 
to the office, it seems to appeal merely to a 
trait o f vanity. They assume the office and 
promptly begin the role o f giving an uncritical 
approval to everything proposed by the presi­
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dent or, worse still, they ratify in the manner 
of a rubber stamp major undertakings put into 
effect solely by the initiative o f the chief ex­
ecutive in bold defiance o f the rights of the 
board of directors to decide in advance upon 
such proposals, who takes for granted a ready 
compliance w ith his decisions.
When such organizations get into financial 
difficulties, as they frequently do, and the 
activities of the directors are brought into 
question they almost invariably advance some 
such alibi as, "M r. Blank, the President of the 
Company, has been a man of outstanding repu­
tation for years. I had implicit confidence in 
his ability and integrity, and I merely voted to 
support the policies he decided. I f  I had 
known of any reason to suspect what that was 
leading to, o f course, I would not have done 
it.”
But that excuse has been used so many times 
and in so many cases where results have been 
severely burdensome to the public and dis­
astrous to other innocent parties who have a 
right to expect that directors w ill discharge 
their duties fa ithfu lly that there is no longer 
any reason why it  should receive any sympathy.
W ithout any attempt to prejudge the legal 
issues which are or might be involved in some 
conspicious cases which have during recent 
months been common property, it seems fair 
to consider some of the published facts and 
discuss their ethics, and particularly some of 
the responsibilities of the directors of those 
organizations, fo r the purpose of examples.
When an organization like the Insull group 
o f public utilities has so many pyramided 
parent and subsidiary corporations and so 
many ramifications that its financial condition 
can not be grasped by the keen minds of such 
international figures as Mr. Owen D. Young 
and Mr. Gerard Swope— according to state­
ments in newspapers attributed to them— the 
very complications of such an organization are 
enough to condemn it.
Some o f the directors of this vast public 
u tility  group are undoubtedly men o f consid­
erable business prominence. Yet it  seems 
clearly apparent that they were utterly sub­
servient to the wishes of the dynamic gentle­
man who is now a wealthy resident o f Greece.
I f  they had firmly insisted upon knowing all 
o f the essential facts o f all o f the corporations 
directly and indirectly subsidiary to and affili­
ated w ith their own company, as I believe all
directors should, and had been alert to dis­
charge their duties diligently and fa ithfully 
in the light o f those facts, it seems to be a 
reasonable conclusion that a large part, and 
possibly all, of the terrific losses suffered by 
thousands o f stockholders, creditors and others 
from this collapse could have been avoided.
But this was an extremely complicated 
group of organizations and would require 
skilled accountants to assemble and interpret 
the facts clearly. How could the directors be 
considered accountable to any extent fo r this 
situation? These very difficulties should serve 
to emphasize the necessity for more than ordi­
nary diligence on the part o f the directors.
As a matter o f fact, a firm of professional 
accountants was employed to make an audit. 
That firm is reputable and competent, and they 
probably did all that any accountants could 
have done under the drastic limitations im ­
posed upon their engagement. Their report 
was, I believe, highly and fu lly  qualified, so it 
could have been clearly understood by anyone 
w ith a sound knowledge of accounting. But, 
without any fault on the part o f the account­
ants, it seems clearly apparent that the public 
was grossly misled.
Still the question remains, "W hat was the 
duty of the directors in this case?”
They should have requested the accountant 
to attend a meeting of the board of directors 
and explain the facts. When the excessive 
limitations of the auditing engagement were 
pointed out, together with the resulting quali­
fications in the report, the directors should 
have insisted upon having the auditors make 
a complete examination which would have de­
veloped all o f the essential facts for the in ­
telligent guidance of the board. Any objec­
tions raised by the head of the organization 
to this procedure should merely put the direc­
tors on guard, and emphasize the necessity of 
their insisting upon a thoroughgoing, compre­
hensive examination.
The same fundamental facts and the general 
principles apply to the organization headed by 
that smooth super-swindler Kreuger.
Recently disclosed methods of aggressive 
marketing of securities by large banks, princi­
pally through subsidiary or affiliated security 
companies, reveal ethical standards which can 
have no defenders. However, recent federal 
banking legislation makes belated and partial 
correction o f a few of the grosser abuses. But
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these do not go far enough.
Complete audits and candid, comprehensive 
reports by certified public accountants are as 
essential for the intelligent and safe guidance 
o f directors of banks as they are fo r manu­
facturing and trading organizations. They are 
unbiased, constructive, and bring the new 
viewpoint of experienced practitioners to the 
board. They are not subject to the orders of 
the president of the company, as its private 
bookkeeper or auditor is in preparing state­
ments; for the job of the bookkeeper depends 
upon carrying out the instructions of "the 
chief.”
The primary purpose of referring to these 
specific cases is not merely to criticize those 
boards o f directors, for that would serve little  
or no constructive purpose. These cases are 
more or less typical o f many others which 
could be cited, and serve primarily as illustra­
tions o f very grave and costly defects in cor­
porate activities which can, and should, be 
remedied.
Directors can not in every case be charged 
w ith specialized and detailed knowledge of all 
the activities of the corporation. But every 
director can justly be, and should be, charged 
by law with a reasonable knowledge of all of 
the major activities of the company. He should 
also be charged with a fair knowledge of the 
policies and financial condition of his com­
pany and all of its subsidiary and affiliated 
companies, and this includes subsidiaries of 
subsidiary companies in all cases where they 
exist.
They w ill have to depend to a considerable 
extent upon the comptroller o f the company, 
or the accountant, to supply them with the in ­
formation necessary to enable them to carry 
out their duties diligently and efficiently. The 
best protection, as well as the most intelligent 
and progressive policy for the directors to 
follow, is to require that complete audits be 
made at least annually by certified public ac­
countants, and have the accountant present at 
a directors’ meeting to give explanations and 
interpretations, and answer questions which 
the directors may desire to ask. Also the pro­
duction manager and sales manager should be 
requested to attend a meeting to supply certain 
essential information for the guidance o f the 
directors.
This would minimize the possibilities of 
costly mistakes, and losses from bankruptcies
would be reduced. I t  would tend to protect 
the directors from personal liability and would 
be an important factor in promoting efficient, 
progressive, and successful operation o f the 
business.
Some executives who dominate a large or­
ganization and run it as a one-man business 
discourage inquiries by members of the board 
of directors o f the company by either a pat­
ronizing or a downright bulldozing attitude. 
But this does not relieve the directors of their 
responsibilities, and such would-be business 
Hohenzollerns should be reduced to their 
proper dimensions, or they should be replaced 
by someone w ith a more cooperative spirit.
Probably the most vitally important fact 
about a business is its earnings. A  w itty French­
man once said that language is used to conceal 
thought. Financial statements can undoubtedly 
be prepared in such a manner as to be techni­
cally accurate, and yet grossly misleading. 
This has been done many times and in many 
cases, and the practice has by no means been 
discontinued altogether. The results are there 
have been huge business collapses which could 
have been avoided in a number of instances, 
and a widespread loss of confidence in busi­
ness organizations on the part o f the public. 
O f course, such sweeping conclusions are un­
justified in many cases; but it  is undoubtedly 
an important factor which has aggravated the 
demoralized condition we have been going 
through since 1929.
Perhaps the one thing that governments and 
business and nearly everybody else have made 
the most strenuous efforts to accomplish dur­
ing the last three years is to restore public con­
fidence in the integrity, soundness, and the 
ability of business— and governments— to meet 
and solve their problems for the general wel­
fare.
A robust integrity in facing facts realistic­
ally and presenting them clearly and honestly 
is one o f the most important contributions 
which can be made toward restoring general 
confidence in business, and bringing about 
normal conditions. Directors can render an 
important service to their company and con­
tribute toward the much desired return of pub­
lic confidence by requiring that comprehensive, 
accurate, and honest financial reports o f their 
company— and not misleading, unrevealing 
summaries— be furnished to stockholders, stock 
exchanges, and others who are entitled to
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them.
A few illustrations w ill indicate some of the 
items which should receive the attention of the 
directors. These are by no means exhaustive 
in scope; but they are fairly typical, and they 
w ill suggest other important items to the alert 
director.
The two most important assets to be re­
ported on the balance sheet of a large propor­
tion of companies are their accounts receivable 
and inventories. They have frequently been 
reported on a grossly misleading basis, and 
have quite possibly been the cause of more 
economic distress and financial grief than any 
other accounts.
Various classes of accounts receivable should 
not be grouped together in one total. Accounts 
receivable which include amounts due from 
subsidiary or affiliated companies, and large 
amounts due from officers of the company, to­
gether w ith accounts receivable due from trade 
customers seldom, i f  ever, serve honest pur­
poses. Each group should be shown sepa­
rately, and under their proper classifications.
Some companies show an impressive opti­
mism in stating the amount of accounts re­
ceivable on their balance sheet. They follow 
the practice of writing off a very few accounts 
to bad debts when they are compelled to; but 
they provide either no reserves or ridiculously 
inadequate reserves for uncollectible accounts 
receivable. After accounts have been carefully 
analyzed as to age, that is, dates of sales, and 
the financial responsibility o f the debtors has 
been considered, ample reserves should be 
provided to cover all probable losses from un­
collectible accounts receivable.
Also substantial credit balances should not 
be deducted from accounts receivable, w ith 
only the net amount shown. The total credit 
balances should be shown with the liabilities, 
as this has an important bearing in determin­
ing the true financial condition of the com­
pany.
The most commonly accepted basis of valu­
ing inventories is at the lower of cost or 
market prices. When this policy is followed 
and the prices on a declining market are lower 
than cost prices, market values are used; but 
i f  market prices are rising and exceed cost, 
then cost prices are used in taking inventories. 
But when a corporation has a controlling in ­
terest in one or more subsidiary companies, it 
is possible to comply literally w ith this general
method, and still inflate inventories and pre­
pare misleading statements.
When a subsidiary or affiliated company 
"sells”  goods to the parent or another affiliated 
company at a price in excess of cost, the 
amount in excess of cost may be reported as 
a profit, and the inventory of the other com­
pany inflated to the extent of this fictitious 
profit. No profit is actually realized by the af­
filiated group which should be shown on their 
consolidated operating statements until the 
goods are sold to outside customers at a price 
in excess of the original cost to the first com­
pany. Such practices are by no means un­
known, although it goes without saying that 
no honestly and efficiently directed company 
permits such indefensible methods in prepar­
ing its financial statements.
During the few years of our economic orgy 
and financial debauch, which were generally 
considered a period of prosperity, there was a 
growing tendency to have appraisals made of 
plants and fixed property items, and o f course 
inflate the values on the books and financial 
statements to the level of the current fluctua­
tion. In a number of instances these were 
highly optimistic, even at the time. A  result­
ing surplus was set up, and in some cases 
stock dividends were authorized to take up 
this surplus from appraisal. In the later period 
of returning business judgment, some organi­
zations have done penance in the form of 
eliminating such increases from their records 
and statements, and some have made even 
further reductions to bring their plant ac­
counts to present values.
It seems that the least that can properly be 
done in cases where such appraisals have been 
made and recorded in the accounts of the 
company is to provide depreciation regularly 
on the appraised values. But instead of doing 
this, some companies continue the high ap­
praised values in their accounts, and have dis­
continued writing depreciation on the values 
in excess of the original cost. This inflates 
asset values and operating results. The duties 
of directors seem reasonably clear in such 
cases.
Another practice which has been followed 
in a number of cases is to have hidden assets 
by carrying valuable property at a nominal 
amount, or even omit it  altogether; but in the 
event that large losses are sustained, these 
( Continued on page 536)
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Organization and Budgeting for An 
Airline Operation
By H a r r y  St e e l e  M o y e r , Formerly Assistant Secretary and Treasurer 
The Ludington Airlines, Inc., Washington, D. C.
THE newest and most modern means of transportation, air travel, may still be prop­
erly classed in its infancy. One sees this 
throughout the months as he reads of newly 
born airlines in various sections of the country 
and shortly after hears of their dissolution or 
sale to more experienced operators after a tre­
mendous loss by their pioneering. It is a 
pity strong-hearted individuals and true pio­
neers, when they are contemplating a route 
over a territory where air transportation has 
never existed, can not get some organization 
in an advisory capacity, to present to them 
facts and history of air transportation pertain­
ing to costs, comparative to that endeavor 
upon which they are about to embark.
P r e d o m in a t in g  Fa c t o r s  t o  C o n s id e r  
Among the predominating factors which 
w ill have great influence over the possibilities 
o f the adventure are:
1. Geological conditions over route.
2. Length of route.
3. Type o f equipment.
4. Personnel.
5. Government facilities along route.
6. Competitive transportation.
7. Possible revenue.
8. Minimum expense with margin of 
safety.
G e o l o g ic a l  C o n d it io n s  
The terrain of the country over which the 
proposed air route is to be established is of 
major consideration, and has its effect on 
other predominating factors. An airways map 
from the Department of Commerce, Aero­
nautics branch or from some other geological 
government bureau should be obtained. A 
complete description of the country is avail­
able and should be studied carefully. Such 
items as emergency landing fields, density of 
population, climatical conditions during vari­
ous seasons o f the year and the descriptions 
of airports and landing fields as published by 
the U. S. Department of Commerce Airway 
Bulletin No. 2, cannot be overlooked.
L e n g t h  o f  R o u t e  
This is frequently more important than it  is 
at first considered. The major items under 
this subject are: fueling facilities en route, 
maximum flying miles for aircraft and engines 
before routine inspection, establishment of 
maintenance bases, teletype or radio services, 
etc. I t  can be readily seen that the longer the 
route, the greater w ill be the number of neces­
sary facilities and capital investment required. 
Very often where more than one airline oper­
ates into a particular airport the economy of 
jo int facilities may be had. However, unless 
such airport has a very large servicing de­
partment and parts for all types o f aircraft 
running through that port, the necessity of 
establishing a supply base for parts w ill run 
up the capital investment. Landing fees at 
most airports must be considered. These are 
usually uncertain items when they come to the 
budgeting o f expenses, as landing fees are 
usually regulated in the form of a tax based 
on the number of passengers carried into and 
out o f a particular field. This is not the case 
always, and numerous peculiar methods may 
be found for charging this fee. The wording 
of landing-fees contracts should be carefully 
studied, in order that a passenger, as an ex­
ample, traveling over a six-hundred-mile route 
stopping at five intermediate airports, would 
not subject the airline to a tax at each airport. 
This tax usually runs five per cent o f the pas­
senger’s fare out o f the particular airport to 
his destination, so, it can be readily seen how 
this tax would amount into a considerable 
burden.
T y p e  o f  E q u ip m e n t  
This subject is so interlocked with the other 
predominating factors that any particular i l ­
lustration is hard to bring about. In  the first 
place, the geological conditions affect the 
choice of the type of equipment as to whether 
the route is mostly water, mostly land, part 
land and water, mountainous, etc. Land planes 
are naturally used where airports are available
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over the entire route. Amphibians are used 
where certain points can not be reached by 
land and where other points can not be 
reached by water. In  other circumstances cer­
tain aircraft may not have the "ceiling”  possi­
bilities or altitude performance over a moun­
tainous route. So much for the geological ef­
fect on the equipment. On the other hand, 
the capital investment in comparison to the 
seat capacity and performance of the aircraft 
is very important. The type o f equipment is 
a predominating factor when the revenue and 
expense budget is gone into, which is to be 
explained. The air-mindedness of the popu­
lation over the route also affects the decision 
for the purchasing of equipment, as well as 
the type of persons expected to travel. Over 
some sections of the country the population 
desire luxurious and comfortable travel, in 
other parts people care only for speed, and 
in others, low cost o f transportation w ill be 
the most important item. Naturally, all of 
these factors may be desired; however, they all 
affect both the revenue possibilities and the 
cost o f operation.
P e r s o n n e l  
After the president and general manager 
(one person) of the organization has been 
selected by the board of directors, the selec­
tion o f what might be termed "key men”  w ill 
be made. These men undertake the manage­
ment of departmental divisions. Their p ri­
mary interest is to establish a maximum in 
efficiency at a minimum of cost. This is true 
in most any business, but in none does one 
have to "toe the mark”  to any greater degree 
than in an aviation enterprise. These key men 
should be brought into conference by the gen­
eral management at the very beginning o f any 
plans in order to get any benefit o f experience 
they have. When a decision as to the route 
and type of equipment is decided upon, these 
men i f  they are experienced, and they should 
be, are requested to immediately make up a 
departmental budget, based on what they be­
lieve to be a minimum in cost of operating 
their department. The accompanying organiza­
tion chart (diagram 1) may make up the per­
sonnel o f a mythical airline. The organization 
chart may change in accordance w ith the size 
of the company and the decision of the organ­
izers as to the departmental responsibilities. 
Each key man exerts every effort to obtain the
best men for the particular work to be per­
formed. Particular care should be used in 
securing mechanical and flying personnel for 
the particular type of equipment to be used. 
Although not entirely essential this has been 
proven to be a worthwhile point. A ll skilled 
mechanical and flying personnel are licensed 
by the U. S. Department of Commerce, and 
their qualifications and rating by that depart­
ment have proven of undeniable value.
A e r o n a u t i c s  B r a n c h ,  D e p a r t m e n t  o f  
C o m m e r c e  
T h e  U n ited  States D ep artm en t o f  C o m ­
m erce, A eron au tic B ran ch  is a dom inating  
facto r in the p rogress and success o f the avi­
ation industry, and p articularly  to air tran s­
portation. T h e  departm ental units o f this  
branch com e under the headings o f  A ir R eg u ­
lation, A eron autic D evelopm ent, A irw ays E n ­
gin eerin g, A ir  M ap p in g  Section and A e ro ­
nautical R esearch. T h ere  is hardly  any aero­
nautical activity that does not benefit fro m  the  
splendid services o f  these departm ents.
C o m p e t it iv e  T r a n s p o r t a t io n  
Competitive transportation must not be fo r­
gotten in budgeting both revenue and ex­
penses due to the fact that various modes of 
travel offer to the general public individual 
conveniences at certain costs to the operator, 
w ith which the airline must compete. As an 
example, from the standpoint o f possible rev­
enue on a comparative ratio to general over­
head, consider the possible revenue from pas­
sengers when a train, bus and airplane may all 
be leaving at the same hour. The train may 
have a possible seating capacity of 250 per­
sons, the bus a capacity of 40, while the plane 
may have a seating capacity of 8 to 15. I f  one 
considers this single item of general overhead 
as applied to seats offered, it  can be readily 
seen that air transportation does have severe 
competition in attempting to meet the tariff of 
other transportation companies. The competi­
tive element offered by the airline is, of 
course, time saved, and it is a ticklish proposi­
tion to guess at the number o f persons that 
are in a hurry between any two cities. The 
competitive element of transportation is a sub­
ject that can be swept with the tide of humans 
and their desires, and demands considerable 
foresight to a pioneering transportation com­
pany.
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B udgeting  t h e  R e v e n u e  
As stated in a previous paragraph in this 
article, budgeting of both revenue and ex­
penses are considerably affected by many of 
the aforementioned factors. It is advisable 
that a thorough study into the revenue possi­
bilities should be made before any attempt is 
made to set up an expense budget. This first 
knowledge is of primary importance in the 
operation of an airline. Soon after the geo­
logical conditions and the length of the route 
have been studied, a complete investigation is 
made of the density of travel between the 
points to be covered. N ext in line is the study 
of competitive transportation facilities and 
their ramifications. At this point comes the 
probable amount of business the airline may 
expect. If there are 1,000 persons a day travel­
ing over this proposed route by means of 
other transportation, what percentage of this 
number can the airline expect to carry? How 
often will it be necessary to run schedules? 
W hat is the best time of day? Shall the air­
line purchase ten-passenger airplanes and run 
six round trips daily or purchase fifteen-pas­
senger airplanes and run four round trips 
daily ? In either case the same number of seats 
are offered during the day. However, a 
greater number of airplane miles are flown! 
And there is considerable difference in the 
capital investment and the cost per mile flown 
in ratio to the revenue per mile flown. Other 
elements must also be considered in budgeting 
the revenue. W hat percentage of schedules 
will be completed? Weather conditions are a
great factor here. W hat percentage of seats 
offered will you sell ? W hat revenue per plane 
mile flown can be expected? Diagram 2 will 
show how the estimate on the density of traffic 
and type of plane to be used can affect the 
revenue per plane mile, when the same num­
ber of seats are offered. It will be noted that 
the revenue per plane mile is greater with the 
increased capacity of the type of aircraft. 
However the seat capacity to be sold on each 
schedule is also greater. It can be seen that a 
thorough study of the traffic conditions over 
the route is therefore a necessity before choos­
ing the type of equipment to be used. A mis­
take can be made at the beginning in the pas­
senger capacity budget that would be costly 
before it is corrected. Other types of revenue 
to be considered are, express and freight, air 
mail, excess baggage, charter flights and other 
miscellaneous. These items are all peculiar to 
the community over which the airline is oper­
ated.
B ud geting  E x p e n s e s  
After the type of equipment and number 
of scheduled miles have been decided upon, 
the president and general manager should 
bring his key men into conference on an ex­
pense budget. One will consider from the 
foregoing paragraph that the revenue has been 
estimated on the proposed number of miles to 
be flown. It is therefore now important to 
set up an expense budget by departments to 
compare favorably by ratio to the estimated 
revenue. A classification of accounts will be 
set up for each department and each key man
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should have his departmental budget of ex­
penses made up in accordance with the ac­
counts by individual item. T he expense budget 
should be made up on a "standard cost” basis, 
the standard being that expense for a fixed 
number of scheduled miles of flying. Each 
department head or key man submits his 
budget with any footnotes necessary explain­
ing individual items. His individual budget 
for a fixed number of scheduled miles repre­
sents an estimated "cost per plane m ile” for 
his department. T h e treasurer’s office prepares 
the budget with the consolidated departmental 
budgets and arrives at a "total cost per plane 
mile” to be compared to the "total revenue 
per plane mile” in the revenue budget. The 
budget is prepared with the following head­
ings:
Account Classification (description of ac­
count) ; Estimated Expense; Actual Expense; 
Increase Over Estim ate; Decrease U nder Esti­
mate.
The Accountant
N O W A D A Y S  the professional accountant has what might be termed two classes of 
clients, the "direct” and "indirect.” This is 
particularly the case since the growth and con­
tinued expansion of company control of busi­
ness undertakings. While the "direct” client 
is entitled to have his legitimate interests 
watched and protected the accountant must 
not forget that, standing behind the direct 
client, there is nearly always an indirect client 
looking to members of the profession with 
every confidence that his interests also will not 
be jeopardized. In such circumstances it is 
only natural that positions of some practical 
difficulty will occasionally arise. For example 
credit statements for the information of banks 
and other creditors or returns for the Income 
Tax Department.
Accountants in this Dominion are happily 
situated inasmuch as they are responsible to, 
and are supported by, a strong Society. Gener­
ally speaking, a high standard of professional 
conduct is expected and maintained and the 
great majority of practising accountants would, 
we feel sure, be more concerned about "letting
*Reprinted from The Accountants’ Journal 
(N ew  Zealand) for July 20, 1933.
One copy of the consolidated budget goes 
to the president, one to the treasurer and each 
key man is presented with his departmental 
budget. W h en  actual figures are arrived at by 
the accounting department at the end of the 
month, a completed budget report is made up 
and distributed to the president, treasurer and 
department head. H erein they find the "hit 
or miss” of their departmental efforts. W hen  
each man has gone over his budget report and 
studied the variances, the president calls a 
meeting for the purpose of discussing the re­
port. The secretary takes notes of all explana­
tions of the columns of Increases and D e­
creases compared to the estimated budget 
figures. These notes form  the m ajor com ­
ments of the treasurer’s report to the presi­
dent and board of directors and in addition 
are a guide for future budgets as well as being 
the heart o f the experience that the industry 
welcomes so gladly.
and the Public*
down” the parent body by an error than they 
would about any possible reaction on them ­
selves. In respect to matters of taxation while 
the accountant has a duty to see that the statu­
tory rights of the taxpayer are safeguarded he 
must also see that the interests of the country 
are protected and that the revenue is not de­
frauded or even overlooked. Fortunately in 
N ew  Zealand we have been blessed with ex­
ecutive officers in the Taxation Department 
who have a sound grip of practical business 
and are always willing to cooperate with ac­
countants in equitably interpreting any com ­
plicated transactions. The Government places 
great reliance on the certificate of a member 
of the Society, and in the interests of the pro­
fession as a whole it is our bounden duty not 
to abuse this trust. W e  believe also that the 
banks and our other leading financial insti­
tutions have every reason to look with favor 
on statements which are presented by our 
members.
The interests of the other class of our "in ­
direct” clients is, however, o f still greater 
consequence. W e  refer now to the general 
public. D uring the last few decades the face 
o f the business world has undergone a fun­
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damental change. The tendency to what might 
be termed "trustification”  in industry and 
commerce has opened up entirely new fields. 
The responsibility o f the auditor is not so 
much today to a few individuals, but to the 
community, because in most large undertak­
ings the concern is owned by hundreds of 
comparatively small investors. A  balance sheet 
is not always a self-contained document which 
can be read w ith confidence without taking 
into account surrounding circumstances, and 
the auditor’s report in these days of financial 
uncertainty occupies a place of no mean im­
portance.
I t  goes without saying that arithmetical ac­
curacy in the records is important, but the 
worthwhile auditor while checking up the 
books and accounts to ensure that there have 
been no errors of commission or omission 
goes much further. It  is his duty not only to 
the management, but to the general public, in 
the final analysis, to present essential facts in 
a report bearing on the accounts which may 
be helpful in the future conduct o f the enter­
prise. Any points which require elucidation 
should be explained, and features upon which 
special attention needs to be focussed should 
be brought into relief. Apart from the fact 
that a good report free from ambiguity must 
prove helpful to the principal, and inciden­
tally to the auditor himself, especially i f  it em­
bodies practical suggestions which his experi­
ence and training may lead him to offer, it 
must never be overlooked that such a report 
may eventually come into other hands than 
the one to whom it  is addressed. Such reports 
are not infrequently submitted to bankers and 
other business colleagues, and i f  the report 
possesses outstanding merit a favorable im ­
pression w ill react to the advantage of the 
auditor.
We do not wish it to be inferred that a 
report should accompany every balance sheet 
an auditor is called upon to certify. In  many 
cases a certificate is all that is requisite. In  
each case the auditor must use his own judg­
ment, but i f  in the course o f his examination 
o f the accounts it  is apparent to him that there 
are fundamental weaknesses it is his duty to 
call attention to the defects. I t  is, however, 
unwise to appear to dictate how any business 
should be run or the profits distributed. Con­
crete proposals for the improvement of the 
finances are usually welcomed i f  submitted in
a tactful manner, more especially i f  the au­
ditor is able to suggest from his observations 
how savings can be effected or profits in­
creased. I f  the profit-and-loss and balance- 
sheet figures to be presented to shareholders 
do not show the true position for the period 
under review, it  is the duty of the auditor to 
call attention to the matter. I t  has happened 
for example that secret reserves have been 
drawn upon to bolster up the profits for the 
year or insufficient allowance may have been 
made for depreciation. In  these cases the audi­
tor, in his report, is responsible to see that 
shareholders are advised as to the policy 
adopted. In  each instance a certain amount of 
discretion needs to be exercised, and the au­
ditor who is tactful w ill experience little  d if­
ficulty in persuading the directors or manage­
ment to fo llow  the right course. The auditor 
must always remember, however, that he has a 
responsibility to the general public.
Inflation*
 P RESIDENT ROOSEVELT has pinned his 
faith to inflation as a means of raising the 
internal price level o f commodities, and most 
people are wondering whether he w ill succeed 
in his efforts. He is being advised by the 
leading economists o f his country, and the 
economists seem to be enamored w ith infla­
tion. Two economists —  Donald B. Wood­
ward, and Marc. A. Ross, in a recently-pub­
lished book entitled In fla tion , say— "Somehow 
the population must be given buying power 
i f  we are to have recovery. The Government 
seems to be the only agency that can do this. 
The budget, that fetish of the business man, 
may have to be thrown helplessly out of bal­
ance. Failure to control a runaway in prices, 
we believe, is not inevitable. Inflations have 
always been accidental. A  deliberate inflation 
should be quite another matter. Planned in 
advance, the controls could be planned simul­
taneously. I t  would require stern discipline, 
but, w ith the alternative clearly recognized as 
ruin, that should be possible.”
Economists are largely theorists, and gen­
erally overlook the human factor in  all their 
calculations mainly because they lack the prac­
tical business experience o f bankers. W all
*From  The Investor’s Journal (N ew  Zealand) 
July 20, 1933.
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Street bankers in considering the matter have 
expressed the opinion that the fa ll in the fo r­
eign exchange value of the dollar would enable 
the United States to lay down wheat in  Liver­
pool and other export products in other foreign 
markets at prices far below the current world 
market, while at the same time giving to 
American farmers a much higher dollar yield 
on their crops. I t  is doubtful, however, that 
this advantage would last long. Argentine, for 
instance, frozen out o f the world wheat market 
by the American grain quoted in depreciated 
dollars, would be compelled to meet the com­
petition, ruinous though i t  might be. In the
end the manoeuvre would result in a catastro­
phic fa ll in  world prices, just as the deprecia­
tion in sterling drove gold prices to lower 
depths in the last year and a half. American 
exporters, forced to meet renewed competition 
by foreign producers fighting for their lives, 
would be compelled to make progressive re­
ductions until at last whatever advantage they 
may have had would have vanished. I t  is the 
well-known "vicious circle”  that is no good to 
any country. The raising of the exchange by 
the N . Z. Government was a form of inflation 
and we know it  has not achieved the purpose 
for which it  was intended.
Supplementing the Payroll Audit*
By J. B. C. W o o d s , C.P.A., New York City
C ERTIFIED public accountants who are em­
ployed by businesses carrying workmen’s 
compensation insurance are in a position to aid 
in the war on the undeclared-payroll racket, 
provided the insurance companies w ill take the 
initiative in seeking this cooperation. Those 
businesses making fu ll disclosure o f the wages 
paid would readily comply with a request or a 
suggestion that their declaration be counter­
signed by certified public accountants who 
have made a general audit o f their books. 
Those not furnishing the confirmation o f their 
accountants would constitute a lead which 
would give new point and direction to the 
tasks o f payroll auditors and inspectors.
The need for a new approach to this prob­
lem o f undeclared wages and the advantages 
to be obtained from any material contribution 
towards its solution are so well known as not 
to require mention in this place. The unique 
position of certified public accountants en­
gaged as independent auditors enables them 
to go beyond payroll audits as necessarily con­
ducted by insurance companies. The scope of 
their examinations enables them to subject a 
statement o f wages paid to a general sub­
stantiation against which the grosser forms of 
concealment now practiced (and most forms 
of concealment, in fact) would be ineffective.
L im it a t io n s  o f  P a y r o l l  A u d it s
On the other hand, an accountant on the
*Reprinted from The Eastern Underwriter, for 
June 16, 1933.
staff of the payroll audit division of an insur­
ance company is at a disadvantage when he 
enters upon an examination o f the books o f the 
assured fo r the purpose of determining the 
amount o f wages paid upon which premiums 
must be calculated under policies for work­
men’s compensation and similar risks. Fa­
m iliarity w ith the manual and the intricacies 
of employment classification accompanied by 
the right of access to all the books and records 
o f the assured is not sufficient to insure an ac­
curate determination of wages paid in cases in 
which misrepresentation and concealment of 
information are practiced. Likewise, an ac­
countant trained in  a wider field of auditing 
could be outwitted under such circumstances.
The payroll audit is necessarily restricted 
by its purpose, namely, the determination of 
wages paid. For reasons o f time and economy, 
the privilege of access to all books and records 
which is o f the greatest value in some cases 
can not be generally exercised. In  fact, this 
privilege of access to the general books of ac­
count becomes almost valueless in everyday 
practice because the scope o f the examination 
does not enable an auditor to satisfy himself 
as to the genuineness and completeness o f the 
books placed before him. The result is that 
payroll audits are necessarily so limited that 
the odds are heavily in  favor of the business 
whose accounts are examined and against the 
auditor and the insurance company he repre­
sents.
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C.P.A’s Sig n e d  St a t e m e n t  Su g g es t e d
As a means of supplementing the payroll 
audit, and for the purpose of disclosing where 
the efforts of auditors and inspectors should 
be concentrated, it  is suggested that insurance 
companies ask the assured to add to his decla­
ration of wages paid a statement signed by 
certified public accountants who have made a 
general audit o f the accounts of the assured. 
To begin w ith it  might be sufficient to ask for 
such a signed statement, but there seems to be 
no reason why eventually companies writing 
policies for which payroll audits are impor­
tant should not make the procedure a require­
ment.
Such questions as the form of statement to 
be signed by the certified public accountants, 
what would constitute a general audit, and 
how and by whom the certified public account­
ants would be compensated, are minor points 
to be discussed and agreed upon after accept­
ance o f the general principle involved. I t  may 
be stated, however, that in order to establish 
privity o f contract between the insurance com­
pany and the public accountant it  would be 
necessary for the compensation to be paid by 
the company and not by the assured. Doubtless 
this could be arranged on the basis of a scale 
varying w ith the total wages paid, the premium 
payable, or the number o f employes covered, 
designed to charge the companies in accordance 
w ith the advantages received and to make the 
compensation of the accountants commensurate 
with the services rendered.
A ssu r ed s  D ivid ed  I n t o  T h r e e  C la sse s
In  support o f the general proposal it is sub­
mitted that the immediate effect of insurance 
companies asking for independent confirma­
tion o f wages paid would be to divide the 
assured into three classes, namely: (1) busi­
nesses having audits by certified public ac­
countants and w illing  and able to obtain the 
desired signature to a statement o f wages paid, 
(2) businesses large enough to be similarly 
audited but which are unwilling or unable to 
submit the signed statement, and (3) busi­
nesses not having general audits.
As to businesses in the first class, payroll 
audits would yield but little  except in the cor­
rection o f employment classification in points 
too technical fo r determination by others than 
those expert in that field. The segregation of
class 2 would be immediate benefit because it 
would lead payroll auditors and inspectors to 
important cases requiring especial care in in ­
vestigation. There are businesses w ith sub­
stantial payrolls unwilling to make a declara­
tion o f wages paid such as independent audi­
tors familiar w ith the facts would endorse. 
Something must be wrong, one would think. 
In  the th ird class is a residue o f small business 
of a troublesome nature which would tend to 
decrease as general audits are more widely 
adopted for any number of reasons including 
the demands of bankers and credit men who 
have by now learned the need for certified 
statements.
There may be objections to the proposal, 
of course. However, after having personally 
discussed the whole matter w ith officials of 
representative insurance companies and with 
others actively engaged in  seeking ways and 
means to combat the admitted evil o f un­
derstatement of payrolls, obvious objections 
seemed to disappear. In  each instance there 
was a recognition of the potential value o f the 
proposal made, qualified by the feeling that 
the change o f procedure could not well be 
adopted by one or two companies acting ind i­
vidually, but was a step of the kind only to 
be taken after acceptance by all or most o f the 
companies in the field.
Se e s  N e e d  F o r  C l o s e r  C o n t a c t s
Perhaps the chief reason for the fact that so 
elementary a proposal needs to be advanced at 
this date is the fact that there is no close re­
lationship between insurance companies and 
certified public accountants. W hile to an in ­
creasing degree, bankers, credit men, stock ex­
changes and others using independent auditors 
(in  matters of far more complexity and magni­
tude than the substantiation of payroll totals) 
cooperate w ith certified public accountants 
through committees of the various profes­
sional organizations, there is a regrettable lack 
of contact between insurance companies and 
public accountants.
This is not the place to describe the work 
of the several groups of business leaders 
which meet periodically w ith representatives 
of the American Institute o f Accountants, The 
American Society of Certified Public Account­
ants, the New York State Society of Certified 
Public Accountants, and other State societies. 
I t  may be stated, however, that experience has
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proved the value o f the frank discussion of 
specific problems which arise between those 
who use and need accounting services and 
those who render them.
This proposal is submitted by a certified 
public accountant and for that reason it  should 
not be lightly brushed aside i f  on examination 
it  is found that special conditions in  insurance 
underwriting with which the proposer is un­
familiar would require some modification in 
the details of its operation. Rather, it  should 
be considered on its broad general merits and 
technical points dealt w ith subsequently. 
Bankers, credit men and the leading stock ex­
changes o f the country are not erring when 
they rely more and more upon the verification 
of financial statements which are made by 
certified public accountants. Insurance men 
may be assured that they w ill be taking a wise
course when they leave to independent audi­
tors strategically placed the important task of 
substantiating payroll figures of businesses 
carrying workmen’s compensation and similar 
kinds of insurance.
To the insurance companies the arrangement 
effectively carried out means more premiums 
collected and more equitable incidence of such 
premiums. To the certified public accountants, 
apart from the incidental compensation which 
could be a substituted and not an additional 
expense of the insurance companies, it  would 
mean the satisfaction of knowing that their 
conscientious clients were not being over­
charged by reason of the evasion of premiums 
by the unscrupulous. The assured, except the 
evaders themselves, would enjoy the same satis­
faction, only more directly.
An Adventure in Finance*
By C. H. W i l l e y , C.P.A., Chicago, Illinois
W I LL the inflation b ill bring prosperity or 
ruin? It would be highly presumptive 
to express a definite answer here, but it  is the 
intention of this paper to present in simple, 
narrative form a brief statement of the evolu­
tion of our currency system, to state some of 
the vital factors which must be reckoned and 
which are generally overlooked in a superficial 
analysis of the inflation question, and to leave 
the conclusions to the varying mental pro­
cesses of each reader.
The banking history of the United States 
may be divided into three completed periods: 
from 1790 to 1863, when the National Bank 
Act was passed; from 1863 to 1913, when the 
Federal Reserve Act became law; and from 
1913 to 1933. We are now on the threshold 
of a fourth period in banking history to be 
ushered in by an inflation o f the currency and 
of credit, i f  the legislative efforts to inflate 
accomplish their purpose.
C u r r e n c y  R e f o r m s  U n d e r  N a t io n a l  
B a n k  A c t
In 1863, when the National Bank Act was 
passed, there were 1,600 kinds of bank notes
*O rig in ally  w ritte n  fo r  T h e  H y d e  P a rk  
H e ra ld .
in use in the United States. No bank was re­
quired to redeem the notes of other banks, and 
the notes o f different banks, therefore, were 
of different values. The National Bank Act 
unified the currency issued by banks by im ­
posing a tax of 10% on State bank notes and 
by creating national banks, whose currency 
must be backed by government bonds. The 
tax was prohibitive on State bank notes, and 
they soon became extinct. Concurrently with 
this progressive step in bank currency, how­
ever, the Government Treasury was drained of 
its cash due to the heavy expenses of the Civil 
War, and the famous "greenbacks”  were issued 
by the Government to pay its bills. Having no 
gold or other specie which could be placed 
as collateral security against these greenbacks, 
and for the same reason being unable to guar­
antee any time of redemption, these greenbacks 
were nothing more than I.O .U ’s of an in ­
solvent government. As more bills matured, 
more greenbacks were issued. Naturally, under 
such conditions, the only value which could be 
placed upon these government notes was a 
speculative value o f their future worth based 
upon the ability of the government to collect 
enough taxes to pay current expenses and set 
up a reserve w ith which to pay off these notes
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eventually. This was never actually carried 
out, as we still have the remnants o f the old 
"greenbacks”  in our present-day "United States 
Notes,”  which have been fixed in the amount 
o f total issue since January 1, 1879 at $346,- 
681,016, but they are no longer "fia t”  cur­
rency, but are rather convertible fiduciary cur­
rency, being secured by $150,000,000 in specie 
held in the Treasury as special funds, and until 
the recent mandate o f President Franklin D. 
R oosevelt, being redeemable in gold coin.
Two P r in c ip a l  C h a n g e s  M a d e  b y  t h e  
F e d e r a l  R e s e r v e  A c t
In 1913 the Federal Reserve Act was passed 
by Congress. I t  accomplished two very great 
changes. I t  provided a new currency in the 
form o f Federal Reserve Notes, known as "as­
set”  currency because it was based upon com­
mercial paper, notes, drafts, and bills o f ex­
change rather than upon "debts”  o f the gov­
ernment in the form of government bonds. 
The other major change was to establish re­
serves o f member banks at the regional fed­
eral reserve banks in twelve different sections 
o f the country instead of allowing the pyra­
miding of reserves in times of prosperity in 
the call-money market at New York, where 
they were used in speculation.
The Federal Reserve Act was an outgrowth 
o f the panic of 1907, which was precipitated 
by the tw in evils of an inelastic currency and 
a false bank reserve. I t  was not passed without 
a fight. On the contrary, the Federal Reserve 
Act was a great victory over powerful forces. 
Coincident with the framing of the b ill by a 
subcommittee of the House Committee on 
Banking and Finance led by Carter Glass w ith 
the counsel o f Dr. H. Parker W illis , another 
committee headed by Chairman Pujo and d i­
rected by Samuel Untermeyer as special coun­
sel, was investigating the "Money Trust,”  which 
was understood to hold a monopoly on bank 
Credit. The attack on the Federal Reserve Act 
was led by certain New York banks. The sup­
port given the legislation by the Western 
banks was valuable, especially the support 
given by one well-known Chicago banker, but 
this was almost counteracted by speeches and 
testimony of two other leading Western bank­
ers against certain fundamental principles of 
the Act on the ground of dangerous inflation 
on the one hand, due to the "asset”  currency 
principle, and o f dangerous curtailment of
credit on the other hand, due to the w ith­
drawal o f huge reserves from New York.
C a r t e r  G la ss  t h e  A u t h o r  o f  t h e  F e d e r a l  
R e s e r v e  A c t
Carter Glass has written a book entitled, A n  
A dventure  in  Constructive F inance, which was 
published December 23, 1926, exactly thirteen 
years afte r the Federal Reserve Act was ap­
proved by Congress. Chapters four and five 
are intensely interesting because they give the 
pro and con o f the fundamental principles 
back of the Federal Reserve Act; all o f the 
other chapters in the book are just as interest­
ing from the standpoint o f history— an ac­
count of some of the greatest legislative battles 
in history, and of vigorous assaults and valor­
ous defenses outside of Congress. It reads like 
a romance written by one o f the principal 
actors. M r. Glass takes a justifiable pride in 
his own part in this great legislation. He led 
the fight for this Act inside and outside of 
Congress, and his defense of this Act was 
necessarily upon the ground of "sound 
money,”  the ground upon which much of the 
attack was centered. For instance, the follow ing 
excerpts are quoted from the speeches of Elihu 
Root, who held at that time the preeminent 
place of an international statesman, and one 
of the most powerful leaders in the Senate: 
"This b ill proposes to put in pawn the credit 
of the United States. This is financial heresy, 
twice repudiated by the American people.”  
That we are "setting our steps in the pathway 
that brought the mighty power of Rome to its 
fa ll.”  And, "long before we wake up from 
our dreams of prosperity through an inflated 
currency,”  our supply o f gold, which alone 
could keep us from catastrophe, would have 
vanished, "and no rate of interest w ill tempt 
it ”  to return.
It is natural, therefore, to find Mr. Glass, 
who in 1933 is chairman of the Senate Com­
mittee on Banking and Finance, still fighting 
for "sound money.”  Whether or not his argu­
ments against the inflation b ill w ill prove to 
be as far from the mark as Mr. Root’s argu­
ments against the Federal Reserve Act proved 
to be, remains to be seen.
T h e  I n f l a t i o n  B i l l  o f  1933
Therefore, let us proceed to analyze the in ­
flation bill. Senator Thomas, o f Oklahoma, 
its sponsor, admits that this b ill may result in
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the transfer o f two b illion dollars from one 
class to another. Obviously he means that i f  
the fu ll objective of inflation is attained, the 
creditor class w ill lose and the debtor class w ill 
profit. He probably has in mind, also, the 
consumer who must pay not only the increase 
in base price of commodities but the increase 
in labor cost also, which is a very potent factor 
in consumers’ cost.
Before proceeding any further w ith our 
analysis, then, we may assume that all this fuss 
about inflation bringing prosperity or ruin is 
much a matter o f viewpoint. To a certain ex­
tent it is like Ben Franklin’s problem about 
the shoemaker and the boots, to which the 
correct answer is that there was no loss be­
cause what one man lost another gained. I f  
inflation becomes a fact the result is not simply 
that everybody w ill have two dollars for every 
one dollar that he now has, and that his two 
dollars w ill purchase only what one dollar w ill 
now buy. Some of us w ill not have two for 
one, and others w ill have more than two for 
one.
N e t  L oss t o  t h e  C r e d it o r  C la ss
The next step, however, in our analysis takes 
us just a little  further away from pure theory 
in the direction o f actual fact. I t  is not neces­
sary to demonstrate the fact that the creditor 
has already lost much in depreciation of his 
bonds, mortgages, and notes— that fact is 
painfully real. That which he has already lost 
cannot be charged against future operations. 
Therefore, from the creditor class, which theo­
retically stands to lose by receiving cheap 
money in redemption of their liens, must be 
subtracted all those who would receive little  
or nothing at all under present conditions.
Again, the "creditor class”  may be expanded 
logically to include the holders of life  insur­
ance policies, as these are in their essence, a 
real form of credit. The argument has been 
advanced that as these policies would be paid 
in cheap money, inflation would immediately 
wipe out a very substantial value in life  in­
surance equities. On the other hand, the pres­
ent value of the dollar has depreciated 80% 
according to Professor Irving Fisher, based 
upon the value o f the dollar when the bulk of 
the premiums were paid on this insurance, so 
that a very substantial inflation of prices with 
a converse depreciation in the value o f the 
dollar could occur without any real loss in life 
insurance equities.
But o f far greater significance to the holder 
o f life  insurance is the necessity fo r validating 
values back of real estate mortgages and bonds 
which constitute the chief assets of life  insur­
ance companies. This applies w ith equal force 
to the holders of those securities which have 
not defaulted but which are dependent very 
largely for their value upon real estate or other 
assets pledged as security. I f  these values are 
validated, the bonds and mortgages secured 
thereby are certainly enhanced in value.
W ith  the above facts in mind, i f  inflation 
accomplishes its purpose, the actual loss to 
the creditor class is very perceptibly dim in­
ished.
N e t  L oss t o  t h e  C o n s u m e r
I f  inflation produces higher commodity 
prices, then the consumer foots the b ill. There 
is only one way for him to recover his higher 
costs and that is by increasing his income. The 
large producer w ill more than cover his higher 
costs by the higher prices which he w ill receive 
for his product; the wage-earner may turn his 
potential loss into a profit by steadier employ­
ment (higher rates o f pay would not help him 
much because these higher rates would be 
reflected in the price he pays for his pur­
chases) ; the merchandiser and the manu­
facturer should receive a substantial increase 
in gross profits because o f greater volume.
I t  is evident that only the prime producer, 
the farmer, miner, and timber owner is assured 
o f a profit due to higher prices alone. The 
wage-earner, the manufacturer, and the mer­
chandiser must depend entirely upon increased 
volume for any profit attributable to inflation. 
Even the producer must sell much more than 
he buys in consumer goods to recover higher 
labor costs as well as the higher base costs in 
his purchases.
But w ith an increased volume of business 
growing out o f inflation, there would be only 
a relatively small proportion of the consumer 
class who would suffer a net loss from it.
T h e  P r ic e  o f  I n f l a t io n
This program of inflation has a price. That 
price is a terrific increase in the government 
debt. No rise in prices can be sustained nor 
can the volume of business be materially in ­
creased simply by legislation. There is a cer­
tain latent purchasing power which would be 
brought into play upon conviction that the
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price level was going up, but i f  inflation is to 
result in greater volume as well as higher 
prices, a purchasing power must be supplied 
which does not, at first, exist and that pur­
chasing power must be supplied by the gov­
ernment in the form of unemployment relief 
and the support o f commercial banks. To 
thaw out the frozen assets of the banks of 
this country would require an immense amount 
of government credit, but the government has 
set out to do this on a considerable scale 
through the medium of loans and subscriptions 
to preferred stocks.
I f  we were not already in the pit, we might 
object to the price it  costs to get us out. But 
we are in, and there are very few who still 
believe that we can get out in the way that 
we got in, v iz .: a succession o f price-slashing, 
wage-cutting, and contract and lease nu llifi­
cation.
Su m m a r y
The evolution o f banking in the United 
States, therefore, is— if  we disregard the com­
paratively brief periods o f usefulness o f the 
First and Second Banks of the United States— 
through the follow ing successive steps: (1) A  
heterogenous currency and independent private 
banks with varying degrees o f State super­
vision; (2) A  period o f tight money due to 
an inelastic currency; (3) A  period in which 
our best ideas of economics and finances were 
brought into action w ith an elastic currency 
based upon current bills o f exchange and with 
sound bank reserves in twelve different sections 
of the country; but a period beset w ith am­
bitious banks who profited at the expense of 
a speculative greed fo r high-yield securities, 
and a period finally swept away by a hysteria 
that sucked away all the reserves of many 
sound banks along w ith weaker institutions; 
(4) a new epoch in which every function of 
banking w ill probably be closely supervised 
by, or initiated by the federal government, 
and in which we are to try the experiment of 
inflation, including perhaps, fiat money.
I t  is therefore, h ig h ly  important that our 
leadership in this program o f reconstruction 
rest in strong hands, not subject to selfish, 
sectional partisanship. President Roosevelt has 
planned carefully. He has drafted Mr. Walter 
J. Cummings, o f Chicago, fo r the task of re­
building our banking structure. M r. Cum­
mings’ title is, "Executive Assistant Secretary
of the Treasury.”  He has had broad experience 
in business as an executive of various u tility  
and supply companies. I t  is understood that 
he is giving the matter o f bank examination 
very careful study. Much w ill depend upon 
Mr. Cummings and the cooperation given him 
in his gigantic task.
Book Withdrawals
Under the title, "Ambitions o f the Rising 
Generation,”  Frederic J. Haskin recently com­
mented on present-day tendencies based on 
library book withdrawals in 1927 as compared 
w ith 1932.
In  1927, during a test period, there were 
634 withdrawals o f books on accountancy, 
which subject led the list as it  did in 1932 
when there were 923 withdrawals during the 
same test period.
Investment books had been called for dur­
ing the same period 295 times in  1927 and 
680 times in 1932. The th ird important sub­
ject in 1927 was real estate w ith 264 w ith ­
drawals, but in 1932 this subject had dropped 
to seventh place. Advertising, which was fifth  
in 1927 w ith 225 withdrawls moved to third 
place in 1932 w ith 371 withdrawals. The 
sixth subject on the 1932 list, business eco­
nomics numbering 259 in the test period, did 
not appear in the 1927 list.
Directors
(C ontinued fro m  page 524) 
assets are increased to much higher values, 
and such losses are concealed in highly con­
densed statements. This practice is based upon 
the theory that stockholders and other inter­
ested parties can not be trusted w ith too much 
knowledge or entirely accurate statements of 
the affairs of the company. Perhaps this policy 
does not violate any technical provisions of 
the law; but it  indicates a willingness to be 
uncandid which costs heavily in public con­
fidence.
It would be easily possible to add consid­
erably to the number o f illustrations; but the 
ones given are fa irly typical, and w ill perhaps 
be amply suggestive to directors who are alert 
to their obligations and opportunities fo r pro­
moting the best interests of their companies, 
and effectively contribute to a return o f public 
confidence in business management and 
methods.
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Auditing As Applied to Educational 
Institutions
By T h o m a s  A. W i l l ia m s , LL.B., C.P.A., New Orleans, La.
IN  a world of business the modern college will have little or nothing to do with busi­
ness rules. It is aloof from the work-a-day 
world and will have no part in the conflict and 
competition which make it up.
This conceit is hard to sustain, and such a 
quixotic attitude often results in its breaking 
its lance upon the hard facts of business neces­
sity and running into discomfiture, i f  not 
disaster.
College officials are careful to impress upon 
us the fact that the aim of a college is not to 
make a profit, but to give an education to the 
youth of the country for as little  cost to them 
as possible. In  fact, they tell us, the earning 
of large profits by a college would defeat the 
purpose of its existence as the profits could 
only be made by charging fees for tuition 
which would deprive many deserving young 
people of the opportunity to secure an educa­
tion.
No one w ill question the correctness of the 
above argument. The practical and selfish 
law of necessity which preserves and protects 
the individual in  his fight fo r survival should 
not be allowed to excuse society from the duty 
it owes to its individual members. Therefore 
it should be taken for granted that in matters 
o f religion, medical care, hospitalization and 
education— altruism must be practiced.
W hile to collective society must be left the 
decision as to the extent and manner in which 
it shall carry out its strictly moral duty of pro­
viding an education fo r some of its members, 
yet it  is not a mandatory duty set down by 
the law of the land. I f  it were so then all 
members of society would be required to con­
tribute and all those who needed and desired 
the advantages of the benefit would be entitled 
to receive it.
Society once having o f right selected the 
class and number of its members to participate 
in the benefit and having by contribution (or 
by grant in the case o f State tax-supported 
institutions) given the sum of money or other
form of wealth necessary in its judgment to 
carry out its intention, a trust is created, and a 
fiduciary relation of the highest character exists 
between society and the college officers and 
boards. The latter may attempt to influence 
society to increase gratuities by molding public 
opinion to a larger sense of its duty through 
the medium of intensive campaigns for sub­
scriptions, or otherwise. But they do so, not as 
the representatives or agents of society, but as 
individuals— and they have no right to assume 
the prerogative of the general public by spend­
ing sums in excess of those already given in 
anticipation that their views and judgment as 
to the obligation upon society w ill be ap­
proved, and large deficits made up.
Authorities o f educational institutions then, 
being custodians o f public funds, are account­
able for their proper expenditure in accordance 
with the intentions of the donors, and in a 
broader sense are accountable for exercising 
the necessary degree of control over expendi­
tures to keep them w ithin the income pro­
vided. To do this the authorities must resort 
to a practical and systematic management w ith­
out loss or waste. Therefore they must adopt 
some form of business economy, not in the 
strict sense a money-profits economy, but one 
in which the scientific rules of trade are ap­
plied nevertheless. For that reason, it is not 
paradoxical for college officials to seek and 
fo llow  the advice and counsel o f the profes­
sional auditor in the application of business 
principles.
College heads must be practical as well as 
altruistic. Engaged w ith things of finer cul­
tural value such as learning and the arts, they 
must not dismiss as sordid and mercenary the 
affairs of business because its first aim is the 
making of profits. In  fact it is out o f the 
profits o f business that the educational system 
is supported.
The system of economy which has gradually 
grown through the innate habits and char­
acteristics of man provides first enough for
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human necessities, then through money profits 
—  (What matter the motive?)— leisure. These 
constitute the substructure upon which all art, 
religion and learning are built, contributing 
the inhibitions, training, order, and habits 
which are conducive to mental discipline and 
culture itself. Such a system can well be used 
in  conducting the affairs of an educational in ­
stitution to the end that the intentions and 
objects of its patrons can best be accomplished.
The professional auditor should therefore 
approach the subject of college auditing with 
modification o f many of his views, held as a 
result o f his training and experience in com­
mercial accounting and business methods pur­
sued with the end of profit-making. This does 
not mean that the fundamental principles of 
accounting, business and economics should be 
abandoned— they should still be adhered to. 
I t  is more a question o f conforming these 
principles to the object in view, that is, the 
husbanding o f the institution’s resources to 
the end that its expenditures w ill not exceed 
them, rather than the more frugal economy 
employed in exacting a profit.
The transactions o f an educational institu­
tion naturally fa ll into three classes, and what 
uniform classification has been attempted has 
been under these heads, namely, endowments, 
plant, and current operations.
The financial statement, or balance sheet, 
o f a college departs from the traditional form 
used by commercial concerns. Instead of one 
net-worth account reflecting the owners’ equity 
in  the net assets each subdivision named above 
is self-balancing on the financial statement. 
The endowment fund assets, fo r instance, are 
shown on the asset side o f the statement w ith 
the offsetting liability and endowment fund 
accounts on the liability side. The Plant Assets 
and Plant Fund and liabilities are similarly 
treated. Up to this point the funds represent 
mostly specific trust funds that should be ad­
ministered strictly in accordance w ith the pro­
visions and intentions o f the donors. Next 
are shown the current assets w ith the offsetting 
current liabilities and surplus. This surplus is 
accumulated for the greater part from net 
unrestricted income from the endowment as­
sets and otherwise, and from any profit which 
the institution may earn. I t  may be used with 
greater freedom by the authorities o f the in ­
stitution.
A ll that can be attempted o f discussion in
an article of this length are a few of the 
unusual propositions encountered in such an 
audit and some of the important features of 
verification necessary to an assurance that the 
various funds of the college have been prop­
erly safeguarded. The discussion w ill be un­
dertaken under captions descriptive of the 
aforementioned classifications:
E n d o w m e n t
The auditor should see that there is included 
under this caption only gifts from which the 
income alone may be used. G ifts which are 
to be used in the operation of the institution 
such as land, buildings, etc., since they w ill 
produce no revenue, should not be carried 
under endowments.
There are unrestricted endowment funds 
from which the income may be used at discre­
tion of the college authorities and restricted 
funds from which the income may only be 
used for the purpose intended by the donor. 
I f  income of the latter nature is not used in 
the year for the particular purpose given, the 
unexpended portion must be deferred for use 
in subsequent year or years. Some gifts may 
entail payment to other persons, such as life  
annuities. The auditor should make certain 
that these alienations are recognized upon the 
college books by opening separate endowment 
accounts and separate investment accounts for 
the investment of the funds.
I f  the g ift is in the form o f securities, it  is 
assumed that the donor could have sold them 
and contributed the cash instead. I t  is this 
writer’s opinion that such security should be 
carried upon the institution’s books at a value 
equal to market at the date donated. When 
securities are purchased out o f endowment 
funds, they should be entered on the books at 
cost. Some authors advocate the writing off 
o f gains and losses at date o f sale or maturity, 
due to premiums and discounts, to an "en­
dowment insurance reserve,”  supplementing 
this reserve w ith an amount set aside from 
current funds to cover normal losses. In  in ­
stitutions, such as colleges, hospitals, clubs, 
etc., examined by the writer, it  has always 
been found preferable to amortize these items, 
as in any commercial enterprise.
I f  endowment funds are invested in securi­
ties of a type which do not afford the maxi­
mum protection, or which are prohibited by 
the conditions of the gift, the auditor’s duty is
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to call it  to the attention o f the trustees and 
college authorities. The writer can recall where 
a loan was made to an alumni association of 
a college out of a scholarship fund o f the 
same college, some of the offices in both or­
ganizations being held by the same persons. 
It  must be remembered that these transac­
tions are usually entered into by extremely 
conscientious persons to meet the exigencies 
of an existing situation, so that while doing 
all in his power to remedy the malpractice 
and arguing convincingly as possible against 
its recurrence, great forbearance should be 
used by the auditor in criticizing, unless ac­
tual bad faith is evident.
Obviously endowment funds should never 
be used for the current purposes o f the in ­
stitution either by its assets being pledged 
against loans or its uninvested cash expended 
for such purposes. The auditor should im ­
mediately reveal the illegality o f such trans­
actions in unmistakable terms and call to the 
attention of the trustees their obligation and 
liability as custodians o f trust funds.
One of the most important duties o f the 
auditor in a college audit is the examination 
o f any documents creating endowment funds 
so that he w ill be familiar w ith its provisions 
and w ill be able to call attention to laxities 
in the administration of the fund and vio­
lations o f the donors’ stated or implied in ­
tentions. He should also secure all copies 
o f minutes of trustees and examine them 
carefully to ascertain whether the actions of 
the trustees have been in accordance with 
their fiduciary obligations.
P l a n t
Under this caption should be carried the 
physical assets necessary for the college to 
operate, such as land, buildings, furniture, 
fixtures and equipment, machinery, laboratory 
equipment, etc., and should be shown at cost 
or at market value at date of receipt, i f  
donated.
The property of the fund, such as land 
and buildings, should be segregated as to the 
purpose for which acquired as follows:
1. Educational, i.e., for school purposes.
2. Investment, i.e., bought w ith unin­
vested cash of the fund to be held as 
investment.
3. Other— Held for future use, as for 
expansion.
Colleges should not speculate w ith their 
assets or tie up the cash of the plant fund in 
an investment that cannot be easily turned 
over when the funds are needed for their 
intended purposes. Therefore property fa lling 
in the second caption, "Investment,”  should 
be inquired into by the auditor to see whether 
it  has been bought in a speculative market 
w ith the likelihood o f loss upon sale, or i f  it 
is a vacant, outlaying and non-income produc­
ing property. The character o f these invest­
ments should be commented upon in the 
auditor’s report.
The auditor should ascertain that all ex­
penditures out o f the current funds of the 
college fo r capital additions made to the plant 
properties, as well as for maintenance are 
provided fo r in the budget or approved by 
some committee on finance and investment. 
These expenditures, it  must be remembered 
are charged to operating profit-and-loss in the 
"current operating section”  and those for 
additions should be capitalized in the "plant 
section”  by a journal entry at the end of the 
year debiting plant assets and crediting the 
plant-fund accounts. A t first blush this looks 
like charging off and capitalizing the same 
asset, as it  would be in ordinary commercial 
accounting. This but accentuates the separate 
entities existing among the three classes of 
"Funds,”  i.e., Endowment, Plant, and Current. 
In  this case, the current or operating section 
has purchased, charged off and given to the 
plant section an item for its own use and the 
latter records the receipt o f the item by in­
creasing its capital assets and its fund "invest­
ment”  account.
This method of handling additions to plant 
assets out o f current funds must be used with 
circumspection, however. In  a case which 
came under the observation o f the writer, a 
building costing thousands of dollars was built 
out o f current funds in anticipation o f the day 
when gifts to the college would pay for the 
plant asset. Such an expenditure is really a 
loan from the current fund to the plant fund, 
and should be so carried.
I t  is not common practice to carry deprecia­
tion reserves against college fixed assets, rec­
ognized authorities sanctioning such a pro­
cedure.
I t  is reasoned, soundly, that the operating 
charge for depreciation would increase the 
cost o f educating a student when as a matter
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of fact, the fixed assets were donated for the 
purpose of reducing the cost and that the re­
placement of the asset must come from  other 
donations.
This argument is sound from  an operating 
standpoint but how about the carrying value 
of the assets on the balance sheet? Upon the 
statements of colleges audited by the writer, 
appear large unsecured loans by banks. It is 
here suggested that a reserve for depreciation 
against the assets can be set up by a charge, 
not to the operating profit-and-loss, but direct 
to the plant fund account, much the same as 
depreciation on appreciation arising from  the 
appraisement of fixed assets is written off 
directly against capital surplus. It does not 
seem good accounting to carry a fund at the 
same figure for a number of years and then 
wipe it out all at once at the extinction date 
of the asset.
Since they are business ventures operated 
for the convenience of the student body be­
cause of lack of suitable independent enter­
prises, depreciation should be written off on 
the assets necessary to operate dining-halls, 
dormitories and book stores. This is accom­
plished by transferring cash for the proper 
amount from  current fund, charging deprecia­
tion, and depositing it in plant fund and cred­
iting reserve for depreciation.
C u r r e n t  O p e r a t io n s
The resources of the operating section of a 
college come mainly from  students’ fees, in­
come from  endowment and from  departmental 
operations, such as dormitory, laundry, book 
store, etc. A ll the operating expenses are paid 
through this section. These are, generally, in­
structional and classroom salaries and ex­
penses, plant maintenance, supplies and ex­
pense and the general and administrative 
expenses.
The cash account of this section should be 
kept strictly separate, both as to record and as 
to bank account, from  endowment and plant 
funds.
Income from  students’ fees (tuition) should 
be verified by comparison with published re­
ports containing names and courses of stu­
dents. Accounts or notes receivable from  stu­
dents should be carried as a memoranda record  
and the income taken up only when the col­
lection is made. However, the auditor should 
thoroughly verify the memoranda record to
ascertain that proper charges and collection  
efforts have been made and should see that 
notes have been secured for all past-due tui­
tions. W here fees are reduced or canceled, 
proper authority should be shown therefor.
All expenditures should be authorized by a 
budget adopted by the college trustees and 
should be approved by a committee on finance 
and investment. A  requisition system should 
be in force and all vouchers should be prop­
erly approved. The auditor should carefully 
read all minutes and by-laws and secure an 
authorized list of salaries of both faculty and 
administrative officers. It is the duty of the 
auditor to call attention to any unauthorized 
expenditures.
The business manager of a college, being 
in complete charge of the books and usually 
having great latitude in handling the funds, 
generally is given or assumes more authority 
and discretion than it was intended that he 
should have, and approval of vouchers for 
purchases and cash expenditures becomes 
cursory and informal. The auditor should call 
attention to the laxity in perform ing their 
duties, of any officials charged with responsi­
bility for expenditures.
In conclusion it should be stated that tact, 
courtesy and understanding must be used in 
dealing with college officials. W ith  most, their 
training has not been along commercial or busi­
ness lines, and as their educational activities 
are uppermost in their minds they are inclined 
to regard inquisitive and persistent auditors 
as intermeddlers. Departures from  recognized 
and established customs and deviations from  
endowment trust provisions seem to them, in 
some cases, thoroughly justified as a means of 
accomplishing a very laudable and praise­
worthy end.
The auditor must be very enthusiastic and 
credulous who supposes that all his views as to  
the fitness of things will be accepted as gospel. 
But, if by diligent and discerning inquiry he 
can secure and present the facts, he will have 
accomplished much.
The N ew  Y o rk  E vening  Post recently gave 
an illustration as to an extreme in the practice 
of economy. A  corporation succeeded in trans­
mitting the information to its stockholders as to 
its financial standing for the year, during which 
it had lost $ 1 8 0 ,0 2 9 , by means of such ma­
terial as could be placed on a postcard.
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Natural Fiscal Year*
August 21, 1933.
General Hugh S. Johnson 
National Recovery Administration 
Department of Commerce Building. 
Washington, D. C.
Dear General Johnson:
When the Recovery Administration started 
out on its mission it  was greatly handicapped 
in that it  was obliged to start without any 
organization and, while realizing the magni­
tude o f the job, it  was not able to foretell very 
accurately as to its development.
Attention has been called in a previous 
letter, under date of June 22nd, to one feature 
which could be introduced in codes, when they 
get past the original point o f touching on 
maximum hours and minimum wages, which, 
i f  required, would be of service to the Govern­
ment by assisting the Government to pass upon 
fair practice, one important feature of which 
is "cost.”
I refer to the fact that i f  the accounting for 
trade and industry in this country was placed 
on the Natural Fiscal Year basis rather than on 
the Calendar Year basis, it  would be possible 
to determine the entire question o f costs w ith 
greater accuracy.
Trade and industry has generally adopted 
the calendar year basis because o f the require­
ment in the 1909 law and the special promin­
ence given it  in the 1913 legislation in which 
it was provided that unless otherwise deter­
mined the fiscal year should be the calendar 
year. W hile the provision was made that a 
concern could change its fiscal year the con­
cern was always obliged to explain why. In 
the year when such a change was made it was 
necessary to make two determinations as to 
income, one covering the period included un­
der the old basis and the other including the 
period to be covered under the proposed basis.
There are three reasons why, in the interest 
of the problem which the N. R. A. is handling, 
the Administration would not only be justified 
in but assisted by issuing a broad rule to the 
effect that each group submitting a code should 
determine its fiscal year by the nature o f the 
business and the conditions surrounding the 
industry. This means, primarily, that the fiscal
*Copy of second letter on this subject.
year of any code-group organization should be 
determined by the period when its inventory 
is the lowest.
Profits or losses only occur as sales are made, 
consequently until sales are made any deter­
mination o f profits or losses always includes 
an unknown factor. The smaller the unknown 
factor the greater the accuracy of the computa­
tion. The Government would be, therefore, 
assisted in passing on questions of "price”  by 
any provision which lessened the unknown 
factor in "cost.”
Other branches of the Federal Government 
would also be benefited by this change. Income 
tax returns, which are now very heavy at the 
peak season, would be staggered throughout 
the year, making it  possible for the Govern­
ment to utilize its force to a considerably bet­
ter advantage than under present conditions.
Trade and industry would be benefited (1) 
by reason o f the fact that it  would have more 
accurate figures on which to base its cost, 
(2) its annual closing period, which involves 
inventory taking and computations resulting 
therefrom, would occur when it would least 
interfere w ith regular business, as usually out­
side activities are less at that period than at 
any other, and (3) it would be more economi­
cal because w ith low stocks less time is re­
quired for actual stock-taking and necessary 
computations.
Trade and industry would also be benefited 
in that the accountancy profession, not being 
driven as it now is during the peak season, 
would be able to render a more constructive 
service than at present. I t  is acknowledged 
that this last reason w ill be helpful to the ac­
countancy profession as well as to trade and 
industry, but although it  w ill be helpful to the 
profession it  w ill react to even a greater degree 
to the benefit o f the client.
I f  all trade and industry were operated on 
a natural year basis, the high tension peaks 
would be eliminated and the independent ac­
countancy practitioner would be able to regu­
late his schedule so as to furnish a better type 
o f accountant in each group w ith no greater 
expense to the client. Accountancy has been a 
highly seasonal profession. This change would 
assist in stabilizing it, an economic gain.
( Continued on page 557)
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Municipal Finance Conference
U NDER the auspices of the Public Adminis­
tration Clearing House, the American 
Municipal Association, the Municipal Finance 
Officers Association, the United States Con­
ference o f Mayors, and the University of 
Chicago, a conference on Municipal Finance 
was held in Judson Court of the University 
o f Chicago, July 21, 22 and 23.
This Conference was participated in by 6 
State finance officers, 6 representatives of banks 
and credit organizations, 10 city and county 
officials, 7 professors of economics, represent­
ing 6 universities, 2 representatives of the 
Federal Government, 2 from the United States 
Chamber of Commerce, 2 attorneys represent­
ing legal organizations interested in munici­
pal investments, 2 editors, 20 representatives 
o f various research organizations interested in 
governmental matters, and the Secretary of 
The American Society of Certified Public Ac­
countants.
Morning and afternoon sessions were held 
each day w ith informal discussions follow ing 
presentation of such subjects as: The Social 
and Economic Aspects of the Municipal Debt 
Situation; The Extent and Probable Duration 
of Municipal Defaults; Adjustment o f M uni­
cipal Debts by Composition; Short-term Debts; 
Tax Delinquencies; Distribution of Revenues 
and Functions Between Federal, State and Lo­
cal Governmental Divisions.
Louis Brownlow, Director o f Public Ad­
ministration Clearing House, very ably directed 
the Conference as Chairman. A  summary of 
the proceedings prepared by him follows:
The Conference accepted the reports filed 
by its three communities, one of which con­
sidered the problem o f municipal debts, an­
other that o f tax delinquency, and the third 
that o f the distribution o f revenues and func­
tions among the several levels of government.
Only one resolution was adopted. Based 
upon the report of the committee on distri­
bution o f revenues and functions, the reso­
lution read:
"W e hereby recommend that the President 
o f the United States and the Congress create 
a Federal Commission to be composed of 
representatives of the Federal Government, 
o f the states, and of the local units w ith ap­
propriate technical advisors and staff, fo r the
follow ing purposes:
" (1 )  to examine the whole existing struc­
ture of taxes and revenues, national, state, and 
local; the extent o f unnecessary overlapping 
taxation; the appropriateness o f the present 
division o f functions of government; and
"(2 )  to suggest such rearrangements and 
reasonable interrelation of the functions and 
taxes as the present day facts may demand.”
After accepting the report of the committee 
on municipal debts, the Conference approved 
in principle three recommendations w ith re­
spect to the municipal debt problem:
1. That w ith respect to short-term borrow­
ing in anticipation of taxes that every effort be 
made to synchronize the taxing year w ith the 
fiscal year so as to do away w ith the necessity 
of such temporary borrowing, and that other 
methods, such as installment collection of 
taxes, be introduced to reduce the borrowing 
needs and relieve the burden on the taxpayer.
2. That legislation be sought to place self- 
liquidating short-term municipal obligations 
on more advantageous terms in dealing with 
the federal reserve system and its member 
banks.
3. That with respect to long-term debt, in 
those relatively few cases where no other 
remedy is available, legal machinery should 
be provided by federal legislation for the 
emergency, which w ill enable local political 
subdivisions o f government under the super­
vision of the courts and w ith adequate safe­
guards to arrange for the composition of their 
debt settlements with the holders of their ob­
ligations.
Based upon the report of the committee on 
tax delinquency, the Conference recommend­
ed that the remedy for the present situation be 
sought by pursuing three main lines o f action:
1. By more intelligent and forceful ad­
ministration of the existing tax laws.
2. By discouraging the trend, observable in 
some states, to enact legislation, indiscrimi­
nate in character, to extend the time of paying 
taxes, and to reduce or waive interest and 
penalties; practices tending to postpone pay­
ment o f taxes even by those who have the 
funds and who otherwise would be w illing  to 
pay promptly. Tax collection officials, how-
( Continued on page 544)
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The Professional Responsibility of a Firm 
of Practicing Public Accountants
(By one who has a partner but who uses the signature "and Company.” )
I F we recognize accounting as a profession, 
we immediately imply that no two members 
are of exactly equal professional ability. I t  
naturally follows that no two members would 
employ exactly the same methods or reach ex­
actly the same conclusions. Efforts have been 
made to test the professional ability o f ind ivid­
uals as evidenced by the granting o f C. P. A. 
certificates and by memberships in accounting 
organizations, but no method has yet been de­
vised to test the professional ability of any 
group of individuals.
A  balance sheet and profit-and-loss state­
ment is said to represent very largely the opin­
ion of the accountant preparing such state­
ments. Where signed by a firm, they are cer­
tified to represent the opinion o f the firm. 
This must mean literally that every member of 
the firm has personal knowledge of all the in ­
formation necessary to form an opinion and 
that all members are in absolute agreement. 
This o f course, is not true. The public must 
be aware o f the fact that it  is not true when 
two firms o f very high standing w ill certify 
to radically different opinions based upon the 
same facts. I t  obviously is not possible fo r all 
the members of one firm  to review a given 
set o f facts and to be in agreement w ith re­
spect to opinions when the members o f an­
other firm  have reviewed the same facts and 
are in agreement w ith respect to materially 
different opinions. I t  would seem that an 
opinion is a personal matter which cannot be 
expressed by a group of individuals.
There are clinical forms of medical organi­
zations. A ll the members and representatives 
of such an organization may take part in the 
physical examination of a patient, but the 
opinions as to the nature of the disease and the 
course o f treatment to be followed are ex­
pressed by a member o f the group and not by 
the group as a whole. Similarly, there are 
large legal firms, composed of many members 
and representatives, but legal opinions emanat­
ing from a firm are known to be the opinion 
of some one member o f the group and not of 
the group as a whole.
There would seem to be little  reason why 
the accounting profession could not follow 
the practice of the medical and legal profes­
sions and fix the responsibility fo r opinions on 
some one member of a firm, rather than imply 
that they are the expressions of a group taken 
collectively. I f  reports were signed by ind i­
viduals on firm stationery, the public would 
be informed that such person was a member 
of the firm, that the firm  was legally and finan­
cially responsible for such person’s acts, and 
that the firm was responsible, in so far as a 
group could be responsible, for the profes­
sional acts of another; but the individual 
would also be professionally responsible and 
his professional reputation would also be at 
stake.
In  signing a firm  name alone to an audit 
report, we in  effect say to the public that it 
makes no difference which member or repre­
sentative o f the firm  made the audit, the work 
w ill be o f a satisfactory quality. I t  requires 
but a little  stretch of the client’s imagination 
to assume that almost any practicing account­
ant, particularly one who has passed a C. P. 
A. examination, can also make an audit o f a 
satisfactory quality. He is then inclined to 
call fo r bids and let the lowest bidder do his 
work.
When we establish a common per diem rate 
for senior and junior accountants, we in ef­
fect say to the public that all accountants w ith ­
in either class are o f equal ability. A  senior is 
placed in charge o f an audit fo r a client, who 
may see no other representative o f the firm. 
Naturally, the client feels that the senior made 
the audit. The firm  signs the report in  ax­
actly the same way, regardless of which senior 
was placed in charge, and the per diem rate 
is the same. Under such circumstances the 
client is certain to be impressed with the equal­
ity o f all accountants. I f  he happens to be 
paying $30.00 per day fo r the firm senior 
and some certified accountant offers to do his 
work for $15.00, let us say, he is inclined to 
feel that he is paying $15.00 for the time of 
the firm senior and $15.00 for the firm signa­
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ture. When accounting firms represent to the 
public that there is a difference in the ability 
o f their own members as well as all account­
ants, many of the undesirable competitive 
features o f accounting practice w ill be elim i­
nated.
Two Comments
(F ro m  the New York Evening P ost, Aug. 2, 1 9 3 3 )
Se c u r it ie s
W all Street’s legal experts have dug up a 
lot more dope to prove that the securities act 
is unworkable. But they still intend to keep 
mum and let industry do the squawking.
They claim that i f  an investment house o f­
fers a stock at 50 and it subsequently goes to 
300, the issuer is still liable to any one who 
buys it  in the open market at a lower price. 
For instance, i f  it  drops to 150 because of 
general market conditions a person who bought 
it  at 300 could sue for recovery o f loss on the 
basis o f any trivial error in the original pros­
pectus.
They also claim that the omission o f a ma­
terial fact even for the purpose o f protecting 
the investor— such as an item of nonrecurring 
income which would make the company’s 
profit-and-loss statement look better than it 
should— can later be used as grounds for a 
suit to recover market losses.
Local bankers say the net result w ill be 
that only highly speculative issues w ill be 
registered. They are the only kind which offer 
the underwriter enough profit to warrant the 
risk. Most new offerings to date have been 
in the canine class.
A c c o u n t a n t s
Even accountants can be sued for damages 
under the securities act i f  there has been the 
slightest slip or omission in their reports. This 
has been giving auditors gray hairs because 
they don’t  get paid enough for the average job 
to afford to give it  a curry-combing.
But one large auditing firm found a neat 
out. They made their corporation client guar­
antee them in writing to pay any damage suits 
arising out o f their report. Then the corpo­
ration in turn took out insurance to reimburse 
itself fo r any such losses. So everybody is 
happy.
Th is system w ill probably flourish. Instead 
o f becoming more painstaking than ever au­
ditors may tend to become less so since they
need have no fear of pecuniary losses because 
of carelessness.
The Ten Demandments
Rule I— Don’t lie— it wastes my time, and 
yours. I ’m sure to catch you in the end, and 
that’s the wrong end.
Rule I I— Watch your work, not the clock. 
A  long day’s work makes a long day short, 
and a day’s short work makes my face long.
Rule I I I— Give me more than I expect, and 
I ’l l  pay you more than you expect. I can af­
ford to increase your pay i f  you increase my 
profits.
Rule IV — You owe so much to yourself 
that you can’t afford to owe anybody else. Keep 
out o f debt or keep out of my shops.
Rule V — Dishonesty is never an accident. 
Good men, like good women, can’t see tempta­
tion when they meet it.
Rule V I— M ind you own business and in 
time you’l l  have a business of your own to 
mind.
Rule V I I— Don’t do anything here which 
hurts your self-respect.
Rule V I I I— I t ’s none of my business what 
you do at night, but i f  dissipation affects what 
you do next day and you do half as much as 
I demand, you’l l  last just half as long as you 
hope.
Rule IX — Don’t tell me what I ’d like to 
hear, but what I ought to hear. I don’t want 
a valet to my vanity, but I need one for my 
dollars.
Rule X — Don’t kick i f  I kick— if  you’re 
worth while correcting, you’re worth while 
keeping. I don’t waste time cutting specks 
out of rotten apples.
Municipal Finance
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ever, could well afford to enlist the assistance 
of public welfare agencies in determining the 
necessity for adjustment in specific cases.
3. By clearer and more understandable re­
porting o f the activities o f government and 
organized efforts to improve the spirit o f co­
operation among the taxpayers.
I t  was not the purpose of the Conference 
to make detailed recommendations concerning 
methods o f procedure to carry these princi­
ples into effect.
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Auditor’s Contractual Liability
TWO recent Canadian court decisions are of value to our readers due to the fact that 
the question raised is somewhat different from 
that touched on in any of the American court 
decisions which have been printed from time 
to time.
I t  w ill be noted that in this particular case 
liability to third parties was not involved. It  
w ill also be noted that even though the ac­
countant in question was elected by the stock­
holders, the decision o f the Court o f Appeal 
is to the effect that the contract made by o f­
ficers of the corporation, which limited the 
scope of the service to be rendered, should be 
the basis of determining liability.
I t  would seem, therefore, that as between 
corporation and accountant, even though the 
stockholders elect the accountant, the account­
ant is responsible under the terms named in 
the contract by the officers.
The entire decision o f the lower court is 
printed. Excerpts from the decision of the 
Court o f Appeal are taken from the August 
19, 1933 issue of The F inancia l Post, To­
ronto.
C o u r t  D e c is io n
In Manitoba (Canada) K ing ’s Bench D iv i­
sion, on September 12, 1932, in the case of 
International Laboratories Ltd. v. Dewar and 
others, the follow ing judgment was delivered
by
Donovan, J.: The plaintiff, a manufacturing 
company, seeks to recover from the defend­
ants as its auditors, the amount of defalca­
tions made by one of its employees during a 
period of some three and a half years.
The defence appears to rest mainly on the 
follow ing contentions :—
(a ) That the arrangement between the par­
ties did not call fo r more than such a balance 
sheet audit as would show the financial posi­
tion of the company at the end of the financial 
year, and did not call fo r a greater detailed 
check covering the year’s transactions than a 
series of tests of the books and accounts, and, 
alternatively, that the defendants were audi­
tors only to the extent indicated in s. 124 of 
the Companies Act, R.S.C. 1927, c. 27; (see 
footnote A ) .
(b )  That before the auditor can be held to
be negligent for failure to detect fraudulent 
entries, or fraudulent omissions to make en­
tries, or other manipulation of the books and 
records of his client, there must be something 
showing on the books in respect o f such en­
tries or manipulation which w ill arouse sus­
picion, and not merely invite further inspection 
or inquiry;
(c) That the pla intiff must show breach of
(A .— S. 124 of the Canadian Companies A ct is 
based on s. 113 of the English Companies 
(Consolidation) A ct of 1908, and is as fol­
lows :—
— (1 )  Every  auditor of a company shall have a 
right of access at all times to the books and ac­
counts and vouchers of the company, and shall be 
entitled to require from the directors and officers 
of the company such information and explanations 
as may be necessary for the performance of the 
duties of the auditors.
(2 )  The auditors shall make a report to the 
shareholders on the accounts examined by them, 
and on every balance sheet laid before the com­
pany in general meeting during their tenure of 
office, and the report shall state—
(a) whether or not they have obtained all the 
information and explanations they have 
required; and
(b) whether, in their opinion, the balance sheet 
referred to in the report is properly drawn 
up so as to exhibit a true and correct view 
of the state of the company’s affairs ac­
cording to the best of their information 
and the explanations given to them, and as 
shown by the books of the company.
(3 )  The balance sheet shall be signed on behalf 
of the company by two of the directors of the 
company, and the auditors’ report shall be attached 
to the balance sheet, or there shall be inserted at 
the foot of the balance sheet a reference to the 
report, and the report shall be read before the 
company in general meeting, and shall be open to 
inspection by any shareholder.
(4 )  Thereafter any shareholder shall be en­
titled to be furnished with a copy of the balance 
sheet and audtors’ report at a charge not exceed­
ing ten cents for every hundred words.
(5 )  If any copy of a balance sheet which has 
not been signed as required by this section is 
issued, circulated, or published or if any copy of 
the balance sheet is issued, circulated, or pub­
lished without either having a copy of the audi­
tors’ report attached thereto or containing such 
reference to that report as is required by this sec­
tion, the company, and every director, manager, 
secretary, or other officer of the company who is 
knowingly a party to the default, shall on sum­
m ary conviction be liable to a fine not exceeding 
two hundred dollars).
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contract and may not base its claim on tort;
(d )  That in any event the defendants’ in ­
competence or negligence was not the natural 
or proximate cause o f the loss;
(e ) That there was contributory negligence 
by the pla intiff;
(f ) That there was no liability on the de­
fendants as auditors to detect fraud;
(g )  That the pla intiff having received—  
even though in an indirect manner— a large 
proportion of its claim from bonding com­
panies, i t  is not entitled to maintain this action.
The pla intiff company was organised to 
manufacture paints, varnishes and like pro­
ducts, to be supplied to jobbers, departmental 
stores, railways and other such purchasers in 
large quantities; and although in later years 
it appears to have canvassed the trade gener­
ally, yet its over-the-counter sales were rela­
tively small, and as it purchased its raw ma­
terial in bulk, and had a more or less assured 
market— partly through allied companies— its 
office bookkeeping was not necessarily ex­
tensive.
The manager— appointed by the board of 
directors— was an expert paint manufacturer, 
and part o f his time was required in the manu­
facturing plant and part away from the office 
making sales.
One John Harris was appointed— also by 
the board of directors— to be accountant fo r 
the company, and he occupied also the posi­
tion o f office manager, and superintended as 
general bookkeeper, the work o f his assistants, 
usually some six or seven.
I t  was he who saw to the posting o f the 
books, opening the mail, taking in cash, pay­
ing wages in cash to the employees, making 
out cheques, etc., and, generally speaking, he 
looked after details in the office.
He was engaged on January 28, 1927, and 
his employment terminated on September 17,
1930, and during that period of time had, ac­
cording to special investigation made by the 
defendants (after he had admitted on or 
about September 17, 1930, having committed 
thefts), stolen moneys to a total o f 26,727.30 
dollars.
The thefts are some 1,400 in number, and 
while in the earlier months o f his employment 
they were modest sums— mostly through the 
petty cash account— later periods o f his em­
ployment show a marked increase in  the 
amounts o f his thefts, and in the audacity
with which he carried out his transactions.
On the evidence, and according to some 
three or four text books for auditors and ac­
countants which I have examined, his meth­
ods were neither novel, nor did they require 
much ingenuity either in the manner of taking 
or in the manipulation of the books in at­
tempting to cover up. The greater number of 
defalcations were in respect o f proceeds of 
cash sales through the petty cash account. A  
considerable amount was obtained through 
cheques for large amounts made to fictitious 
payees, and a number of items were for mer­
chandise delivered to Harris or other em­
ployees by a firm which supplied goods to the 
plaintiff, and which in some cases were charged 
to the pla intiff and in others no record was 
made thereof in the books.
The defendants, shortly after the organisa­
tion of the plaintiff company in 1920, were 
appointed auditors, but no record o f such ap­
pointment appears on the minute book, but 
there is a record o f their re-appointment in  the 
minutes of the annual meeting of the share­
holders in January, 1922, and the form of 
yearly auditors’ reports, and the records of 
receipt thereof, are the only formal or written 
records of their employment.
The defendants, however, continued to audit 
for the pla intiff until after the defalcations 
were discovered in September, 1930.
The defendants say that in October, 1924, 
follow ing a complaint made by the manager 
o f the pla intiff company that the cost o f audit­
ing was too high, they had correspondence 
w ith the manager of the pla intiff company, 
and also w ith a representative o f several of 
the companies allied in business w ith the 
plaintiff, as a result o f which they agreed to 
accept remuneration on a reduced scale fo r an 
audit expressly limited in  scope.
I am not satisfied that the pla intiff is bound 
by the arrangement contemplated in these in ­
terviews and correspondence, and even i f  the 
letter from the vice-president o f Marshall- 
Wells Co., Ltd. (which company was the 
majority shareholder in the pla intiff com­
pany) should be taken as indicating the plain­
t if f ’s mind on the extent of the audit, the de­
fendants must, it seems to me, be held to have 
notice that the pla intiff expected, as stated in 
that letter, there would be an audit "especially 
o f the receipts and disbursements o f cash, notes 
and securities in connection w ith the business,”
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and "special attention be given to the pay roll 
and paying of freight charges and other ex­
penses.”
It  was further contended by the defence
(1) that the form of certificate and report 
given at the end o f each year to the share­
holders should be taken as a definition by the 
defendants of the audit they were making;
(2) that the plaintiff in continuing the em­
ployment of the defendants must be held to 
have approved of that form of audit; (3) that 
such reports clearly indicate an appreciable 
lessening from the original audit; and (4) 
that such lessened audit represents the ar­
rangement between the parties immediately 
preceding and including the years of the em­
ployment o f Harris.
The shareholders having received these re­
ports so made for them must, it  seems to me, 
be held to have approved o f their form and 
extent fo r use in  succeeding years in  determin­
ing the scope of the audit, provided such re­
ports reasonably made them aware o f the 
definite difference in work and responsibility 
being undertaken by the defendants.
The defendants further contend that at most 
they were to give such an audit as is indicated 
by s. 124 of the Companies Act; but I am 
satisfied under the circumstances shown to 
exist here that the defendants were required to 
report not only on the form and contents of 
the balance sheet, and books and accounts 
forming the basis thereof, but took a respon­
sibility fo r reporting on the true condition 
and state of the company’s affairs.
The report for the year ending September 
30, 1929, under the heading "Auditors’ Cer­
tificate,”  states as follows:—
"W e have audited the accounts of the Inter­
national Laboratories, Limited, for the year 
ending September 30, 1929, and have received 
all the information and explanations we re­
quired.
"The accompanying balance sheet, in our 
opinion, is properly drawn up so as to exhibit 
a true and correct view of the company’s af­
fairs as at September 30, 1929, according to 
the best o f our information and the explana­
tions given to us and as shown by the books.”
Council for the defence contends that the 
report, and the profit and loss statement at­
tached thereto, reflect the true condition of the 
company’s affairs as at September 30, 1929.
The profit and loss statement, however, pur­
ports to give both the gross income and the 
gross payments out fo r that year, but takes no 
heed of the defalcations of Harris, which 
amounted in that year to 8,008.59 dollars, 
whereas the net income on a paid-up capital 
o f 300,000 dollars is shown as only 30,620.44 
dollars.
The true and correct view of the company’s 
affairs on September 30, 1929, should have 
shown that the assets were being taken away 
through a constantly enlarging opening, which 
could have been and was ultimately discovered 
on a later examination of the accounts of the 
company.
The attention of the shareholders would, it 
seems to me, be mainly directed to the state­
ment in the first paragraph: "W e have audited 
the accounts . . .  for the year ending Sep­
tember 30, 1929.”
In  Wharton’s Law Lexicon, 13th ed., p. 84, 
an "auditor”  is defined as "one who examines 
accounts and evidence of expenditure” ; and 
the Century Dictionary’s definition of "A ud it” 
(n) is "a calling to account; an examination 
into one’s actions.”
As I see it, the manager, to the same extent 
as the accountant, was, on the visit of the 
auditors, being called to account, and the de­
fendants can obtain no justification in any 
direction given by any company employee or 
official purporting to authorise a lessening of 
the work in carrying out their duties.
The system of bookkeeping in use was 
planned and organised by the defendants for 
the plaintiff, and they had instructed the ac­
countant originally employed how to use it. 
An expert (M r. Sutherland), called by the 
defence, admitted that the system "was not a 
good one.”
I t  appears that after the company had been 
operating for several years, and before Harris 
was employed, the defendants recommended 
the installation of the "Impresst System” for 
handling the petty cash.
The pla intiff did not comply w ith that 
recommendation and no later complaint was 
made by the defendants to anyone.
Undoubtedly the use of that system would 
have put a further obstacle before Harris; but 
w ith the wide open field before him, I am 
satisfied that one more hurdle would do little  
to obstruct his play with the company’s books
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and money.
Mr. Sutherland further admitted that the 
term "Balance Sheet Audit”  was ambiguous; 
that it  was the duty of an auditor to form an 
opinion as to whether those in charge were 
capable and honest or not; that the popular 
conception is that an auditor checks every 
item, and that the word "audit” does not 
mean the same to different people.
That the representative of the defendants 
(M r. Fisher), who made the report for the 
year ending September 30, 1929, did not con­
sider that his work or the report prepared by 
him was confined to a balance sheet audit may 
be inferred from his evidence. He did some 
verification o f the balance sheet; he checked 
up the manager on an account receivable which 
appeared to him to have been outstanding a 
longer time than the size of the account war­
ranted; he observed that Harris (1) opened 
the mail; (2) handled all cash; (3) made the 
posting in  the sales ledger; (4) made up pay 
rolls; and (5) had pay envelopes in  front of 
him and was putting money into them.
He mentioned to the manager that "Harris 
was in  an unique position to withhold collec­
tions,”  and that "he (Harris) had a very 
strategic position in the company.”
Legally, the manager was in no higher posi­
tion than Harris, and there is no evidence that 
the observations as to danger were communi­
cated by the defendants to the shareholders 
or to anyone other than the manager.
There is no evidence that the defendants 
made any effort to test whether Harris was 
making use o f the unique position occupied 
by him  in the pla intiff’s office.
In  my opinion, i f  the defendants had com­
municated to their employers— the sharehold­
ers— the danger which existed, and that they 
were not taking any steps to discover whether 
or not Harris was taking advantage o f his 
position, all subsequent loss would have been 
saved.
Mr. Fisher must have observed, as the fact 
readily appears to me, that the manager was 
ignorant o f bookkeeping methods, and men­
tally was o f a steady, stodgy type, w ith a dis­
position to keep to the post assigned to him 
by the directors, and to respect the decision of 
the directors who had specially assigned to 
Harris their bookkeeping and accounting.
From my notes and recollections o f the 
lengthy evidence given by expert witnesses
called by the defence, I cannot find there is 
any reasonable degree of unanimity between 
them as to the duties which the defendants 
assumed in each year on the basis of the form 
and content of the certificate and report for 
the previous year.
There seems to me to be ample justification 
for an understanding by the p la intiff’s share­
holders that the reports they were getting pro­
vided for such an audit as would reasonably 
catch manipulation of the books and thefts of 
money as occurred here.
On the contention that these yearly reports 
should be taken as the basis for determining 
the form and lim it o f the audit, I think the 
defendants had the responsibility o f making 
clear what the limitations were, and how far 
short the audit they were making and pro­
posed to make was from what reasonable busi­
ness men understand that term to mean.
The abstract question as to whether auditors 
should or should not be held to be insurers or 
detectives may, it seems to me, be left subject 
to the form  of contract between the parties.
Counsel fo r the defence was, however, em­
phatic in quoting from authorities, Re K ing­
ston Cotton M ill Co. (No. 2 ), (1896) 2 Ch. 
279, and Re City Equitable Fire Ins. Co., 
(1925) 1 Ch. 407, the definition as an audi­
tor as: "He is a watchdog but not a blood­
hound.”
As I understand it, the useful work of a 
watchdog is based on the fact that he is ex­
pected, particularly i f  he be in the dark, to 
raise an alarm whenever he sees or hears any­
thing unusual, and i f  a possible marauder ap­
pears to be approaching, to continue his com­
bined protests and threats w ith two objects in 
view : (1) that the cause o f the fancied threat 
may be withdrawn, and (2) that his master 
may be aroused to his danger; and only when 
one o f these objects has been accomplished 
w ill he be considered to have discharged the 
duties o f the position which he assumed.
He w ill not have performed the functions 
of his office i f  after one howl he retreats 
"under the barn,”  or i f  he confines this protest 
to a fellow watchdog.
The pla intiff says— and reasonably so in 
my opinion— that i f  the defendants had not 
conducted their audit in an ostensibly loose 
manner, Harris would have been apprehensive 
that their methods of audit were likely to 
detect his manipulations o f the books and that
1933 THE CERTIFIED PUBLIC AC C O U N TAN T 549
he would have stopped.
The defence has put in evidence statements 
of the p la intiff’s manager made to their repre­
sentatives when checking the books to the 
effect that it was not necessary to do certain 
work o f checking which they apparently 
thought should be done; but in my opinion 
the defendants were not justified in taking 
such directions from an employee whom they 
were in the course of their work required to 
check.
Immunity as the months went by naturally 
increased the boldness o f Harris as well as the 
frequency and the amount of his individual 
thefts.
The defendants, although cognizant o f the 
knowledge of the opportunity open to Harris 
fo r fraud and theft, took no steps to specially 
check any of the records to determine whether 
he had taken advantage of his position. On 
their evidence, their only action was to point 
out the danger to a fellow-employee of Harris.
In  my opinion, a prudent auditor would in ­
vestigate and further check the situation.
Although the bookkeeping system in the o f­
fice of the pla intiff provided on the face of it 
for an ample check of vouchers against the 
books, and one entry against another, yet to 
the knowledge o f the defendants, w ith Harris 
in charge o f the office and of its minor em­
ployees, there was in fact no check of ind i­
vidual against individual.
The manager, according to his evidence, 
knew nothing about the books and would not 
understand them i f  he tried; and his appear­
ance in Court and manner of giving evidence 
make it  quite understandable that he kept in 
mind the fact that the directors employed him 
as an expert in  paint manufacturing, and that 
when the directors put Harris in charge of the 
office work, he and Harris were assigned 
specific separate duties.
The defendants, as auditors, engaged in 
duties assigned to them or undertaken by them 
on behalf o f the shareholders, occupied a posi­
tion which not only gave them access to all 
the books and records of the company, but en­
titled them to call to account to an equal de­
gree both the manager and the accountant.
Under the circumstances it  does not appear 
to me to be a case where the question of con­
tributory negligence can be successfully urged 
by the defendants.
Although the lack of check by the treasurer
on several transactions w ith which he was con­
nected appears on first consideration to be be­
yond reason, yet it  does not appear to me to 
constitute contributory negligence against the 
company by one who was treasurer in name 
but not in fact.
As a test on the question of contributory 
negligence in respect o f the lack of attention 
or action by the manager or treasurer, can it 
reasonably be said that the pla intiff could suc­
ceed in an action for negligence against either 
of these officials?
In the case o f Re Equitable Fire Ins. Co., 
supra, it was held (headnote) :—
"A  director who signs a cheque that ap­
pears to be drawn for a legitimate purpose is 
not responsible for seeing that the money is in 
fact required for that purpose, or that i t  is 
subsequently applied for that purpose, assum­
ing, of course, that the cheque comes before 
him for signature in the regular way, having 
regard to the usual practice o f the company. A  
director must of necessity trust to the officials 
o f the company to perform properly and hon­
estly the duties allocated to them.”
The defendants were aware that the system 
of check was faulty, and the danger o f fraud 
and theft by the accountant always present, so 
that the default o f the pla intiff or its other 
employees in not remedying that situation 
does not appear to me to excuse the continu­
ing negligence of the defendants.
In continuing from year to year to assume 
the duties of auditors, the defendants must, in 
my opinion, be held to have agreed to conduct 
their work in a reasonably skilfu l and careful 
manner: Beven on Negligence, 4th ed., p. 
1384; Nocton v. Lord Ashburton, (1914) 
A.C. 932.
The p la intiff’s manufacturing business was 
not complicated either from the purchasing or 
selling end of it. Its work of manufacturing 
was in the hands of an expert; the credit of 
its customers was apparently substantial, and 
it had neither credit to establish nor creditors 
to satisfy.
I find in the 1929 report that while its 
assets are placed at 383,567.05 dollars, its lia­
bilities total 67,439.93 dollars, and of this lat­
ter amount 35,000 dollars represents advances 
from affiliated companies.
I t  appears from the evidence that copies o f 
the report were filed w ith the company’s bank; 
but it does not appear reasonable to infer that
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such action had anything to do w ith the com­
pany’s necessary credit.
On the whole, the problem presented by the 
plaintiff to the defendants appears to have 
been a simple one, viz., to know from the audi­
tors that there was honest administration by 
the manager and accountant and the other em­
ployees under each o f them respectively.
Mr. Sutherland, an expert called for the de­
fence, gave it  as his opinion that the detection 
o f fraud by an auditor was o f minor impor­
tance in relation to his other duties.
Such an opinion, however, must reasonably 
have regard to both the size and the nature of 
the business.
In  a text book on Auditing, Theory and 
Practice, by Robert H. Montgomery, he says 
at p. 11:— "The detection of fraud is first in 
the logical presentation o f the objects o f an 
audit as less experience is required to unearth, 
and more definite suggestions can be made to 
the student in regard to it  than is the case 
w ith the more important branches o f the audi­
tor’s duties.”
In  Dicksee on Auditing, 11th ed., at p. 7, 
it  is stated:—
"The object of an audit may be said to be 
threefold:—
" (1) The detection of fraud.
" (2) The detection o f technical errors.
"  (3) The detection of errors of principle.
. . . His research fo r fraud should be un­
wearying and constant.”
The defendants must in my opinion be held 
to have known that the pla intiff expected that 
an audit would be a safeguard against at least 
such forms of fraud, theft and manipulation 
as were used by Harris against the plaintiff.
The defendants’ failure to at any time check 
Harris le ft him the opportunity to operate and 
must have led to the conviction in his mind 
that he could with comparative freedom con­
tinue his defalcations.
His undoing in the end apparently arose 
from the fact that he was called to account in 
respect o f his case some thirteen days before 
the expiration of the financial year, rather than 
after the year had terminated.
When the defendants assumed their duties 
and continued to carry them out from year to 
year, the necessity for special vigilance by the 
pla intiff as against its employees was removed.
The company had also bonded its em­
ployees, and, unless warned o f the danger,
they were free to employ as manager a man 
who could concentrate on other work.
I am satisfied that the pla intiff can reason­
ably be held to have changed its position on 
the employment of the defendants and on re­
ceipt from year to year of the report showing 
an audit o f their accounts
As I view it, the defendants should not be 
held responsible for the defalcations o f Harris 
before the time when their first complete audit 
was made after the date of his employment, as 
their arrangement did not require them to 
make monthly or other audit at any specific 
periods before the end of the year.
The pla intiff has received from bonding 
companies, on account o f the loss sustained 
through Harris, the greater portion o f its claim 
herein, and that fact is urged as a defence to 
the action.
It is not suggested that the existence of 
bonds on employees was a part o f any arrange­
ment between the pla intiff and defendant, or 
that for that reason the defendants might or 
did lessen their duties.
As I view it, the fact o f the payment by 
bonding companies is a matter wholly between 
them and the plaintiff, and whether those 
companies are or are not aware of this action, 
any possible issue arising from such payment 
may be left to be determined between those 
parties when the defendants make payment, 
or the form o f judgment may provide for 
notice to any party or parties such as the bond­
ing companies presumed to have an interest 
therein; and in any event, no responsibility 
w ill fa ll on the defendants by reason of the 
bonding companies not being parties to this 
action.
The plaintiff has, in  my opinion, estab­
lished its claim for the amount o f the defalca­
tions occurring after September 30, 1927, 
which, as I  make it, amount to 26,209.30 dol­
lars, and there w ill therefore be judgment in 
its favour for this amount w ith costs.
The defendants have counter-claimed for 
3,548.75 dollars as their fees for making the 
special investigation to determine the amount 
of the defalcations by Harris.
In  each o f the years during which Harris 
was employed, the defendants tendered an ac­
count for the work done by them, and all such 
accounts were paid; and they admit that had 
they discovered anything arousing suspicion in 
the mind of their representatives on the work.
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they would be obliged to trace out such matter 
to the end.
I f  my view of the duties and contract o f 
the defendants be correct, they were paid for 
doing work whch they either did not do or 
did so negligently as to disentitle them to 
compensation for extra work later performed 
in fu lfilling  the duty imposed on them on 
their acceptance o f the position.
It appears that in the audit for the year end­
ing September 30, 1930, the suspicions o f the 
defendants were aroused, and as part of their 
ordinary duty for the work o f that year, they, 
independently of the special instructions of 
the plaintiff, were on their own interpretation 
of their duties bound to investigate to the ex­
tent followed by them.
The counter-claim w ill be dismissed with 
costs.
Judgment accordingly.
P o s t  R e p o r t  
The accounting profession in general and all 
companies which employ auditors in Canada 
must be interested acutely in the decision of 
the Court o f Appeal of the Province of Mani­
toba, reversing the finding of Justice Donovan 
last year in the case of International Labora­
tories vs. Dewar et al. In  that judgment Mr. 
Justice Donovan startled auditors throughout 
Canada by finding the auditor-defendants re­
sponsible for the fu ll amount claimed on ac­
count o f defalcations by an employee o f the 
company on the ground that these could not 
have occurred i f  the auditors had shown 
proper diligence to discover and report the 
thefts. The money was stolen over 3½ years 
and the auditors were found liable for all but 
the thefts o f the first fiscal year which could 
not be discovered before the year-end audit. 
I f  discovered then, however, further thefts 
would have been impossible, said Mr. Justice 
Donovan.
The investing public and companies at large 
are interested not so much in the individual 
and personal aspect of the decision that the 
defendants are considered by the judgment of 
the Court of Appeal to have performed the 
terms of their engagement fu lly  and com­
petently and to have left nothing undone 
which they undertook to do, important as this 
is to the principals in the case, as in  the 
broader aspects o f the case as it affects the lia­
bilities of auditors generally in connection 
with their work. The Manitoba Court o f A p­
peal gives a decision o f wide interest when it 
rejects the assumptions in Justice Donovan’s 
judgment that the major object o f every audit 
is the detection of fraud and that an auditor 
is substantially an insurer.
D u t y  I s P u r e l y  C o n t r a c t u r a l
The Court of Appeal gave judgment in this 
case on June 30, allowing the defendants’ ap­
peal and dismissing the pla intiff’s action. In  
giving judgment the court unanimously held 
that the duty which an auditor owes to his 
client is purely contractural, and that, in order 
to succeed in an action brought against an audi­
tor fo r damages, the p la intiff must establish a 
breach of contract and that such breach of 
contract was the proximate cause of the dam­
age. In  the language of Mr. Justice Robson: 
" I t  cannot be doubted that the measure of the 
responsibility o f auditors depends on the terms 
o f the employment in  the particular case.”
The Court o f Appeal unanimously rejected 
the pla intiff’s contentions as to what the con­
tract between the parties was and held that the 
defendants were employed under a special en­
gagement evidenced by certain correspondence 
between the parties in the year 1924. This 
correspondence was started by the pla intiff 
w ith the object o f reducing the cost o f future 
audits by reducing the scope o f the work to be 
done by the auditors, and the court finds that 
this corespondence resulted in  an agreement 
for a limited audit under which the compensa­
tion o f the defendants was reduced fifty  per 
cent, and they were relieved o f the duty of 
checking certain records which the pla intiff 
fe lt were sufficiently checked under its own 
system o f internal check instituted during the 
preceding year. I t  should be noted that, i f  this 
system o f internal check had not broken down, 
the thefts would have been discovered during 
the first year. The judgment o f the Court o f 
Appeal was that the defendants had per­
formed all the duties undertaken by them 
under the terms of their limited engagement 
and had been guilty o f no negligence, and 
that consequently the pla intiff’s action wholly 
failed.
A u d it o r s  D id N o t  C a u s e  T h e f t s
The court, having found in favor of the de­
fendants on the facts and exonerated them
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from all charges of negligence, it became un­
necessary for it  to decide the questions o f law 
which were raised on the argument. M r. Jus­
tice Robson, who agrees w ith the majority of 
the court on the issue of negligence, however, 
held that, even though the negligence charged 
had been proved, the p la intiff’s action would 
nevertheless have failed, because the damages 
claimed were too remote. He places this on 
two grounds, namely, first, that the parties 
could not be said to have contemplated the as 
sumption by the defendants o f the obligation 
sought to be imposed on them, which is the 
test laid down in  the leading case of Hadley 
vs. Baxendale (1854), (9 Exch. 341, at p. 
353) ; and, secondly, that no act or omission 
o f the defendants was the proximate cause of 
the thefts by the pla intiff’s accountant and the 
resulting loss to the plaintiff. On the question 
o f the measure of damages in cases of this 
kind he makes a holding that is o f great and 
far-reaching importance to the auditing pro­
fession generally. He says:
E x a c t  L ia b il it y  D e f in e d
" I  think, further, that, assuming there was 
here some obligation that should have brought 
about detection in  1927, 1928 or 1929, the 
l ia b ility  w o u ld  extend on ly to such sums as the 
p la in t if f  was, by reason o f non-com m unication  
by defendants, preverited fro m  recovering  
either fro m  H a rris  ( the accountant), or more 
lik e ly  fro m  the underwriters. . . .  I t  was not a 
question of liability for loss from the em­
ployee’s misconduct, but o f what could be 
done to retrieve that loss. In  this case I cannot 
see that there was any responsibility on the 
auditors as to the future honesty or dishonesty 
o f Harris (the defalcating employee of the 
company).”
He says further:
" I f ,  fo r instance, delay in discovery had 
been the cause o f p la intiff’s losing its rights of 
recovery from the underwriters or of prevent­
ing any possible recovery from Harris, defend­
ants might, i f  negligent, have been responsi­
ble to that extent. But pla intiff evidently lost 
no rights against the underwriters by the de­
lay, and it is not shown that in the delay they 
failed to reach any property o f Harris.
"To repeat, I cannot see at all that it  can be 
said that Harris’ thefts after any o f the audits 
can be said to be consequential in any way that 
the law can recognize, on the lack o f detection
of previous and distinct frauds.
" I  th in k  such a lia b ility  cou ld never be in ­
vo lved in  a professional re la tionship such as 
there was here. To impose i t  would , i t  seems 
to me, require clear and d is tinc t terms.”
L ia b il it y  I s L im it e d
To put it in other words, Mr. Justice Rob­
son holds that the p la intiff’s loss was caused 
by the thefts by its accountant: that these 
thefts could not be ascribed to any negligence 
on the part o f the defendants: and that, in 
any event, the defendants would not be liable 
for the amount o f the thefts as such, but only 
for such portion thereof as the plaintiff could 
have recovered from the accountant or his in ­
surers i f  the thefts had been discovered and 
reported promptly by the auditors, but which 
the plaintiff lost the opportunity to recover 
owing to the delay in discovery and reporting. 
He absolutely rejects the suggestion that the 
failure of the auditors to discover a particular 
theft or thefts in  1927 was the proximate 
cause o f the loss through thefts committed in 
subsequent years, and holds that the failure to 
discover thefts gives rise to liability on the 
part o f an auditor only where (1) such failure 
to discover the theft resulted from a breach of 
contract, that is to say, where the auditor has 
entered into a contract requiring him to detect 
fraud, and (2) where such failure to discover 
and report the theft caused the pla intiff to lose 
an opportunity which he otherwise would 
have had to recover the amount o f the loss 
from the thief or his insurers.
D is s e n t e d  I n  P a r t
Mr. Justice Dennistoun dissented in part 
from the other four members of the court and 
was of the opinion that liability had been 
established in respect of one of the nine 
branches o f the p la in tiff’s claim. In  all other 
respects he agreed w ith the other members of 
the court. In  view of this partial dissent it  be­
came necessary fo r him to decide what the 
measure of damages in a case of this kind is. 
Mr. Justice Donovan had held that failure to 
discover a particular theft in 1927 made the 
defendants liable for all subsequent thefts, no 
matter how perpetrated, on the theory that, 
had the first theft been discovered, the ac­
countant would have been discharged and 
future thefts by him made impossible. Mr.
( Continued on page 557)
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International Congress
The Accountant, official organ of the Insti­
tute of Chartered Accountants in  England and 
Wales, and the Incorpora ted Accountants’ 
Journal, official organ of the Society of Incor­
porated Accountants and Auditors, have each 
given extended reports of the Fourth In te r­
national Congress on Accounting, held in 
London, July 17-21. From these two sources 
we are presenting the follow ing general re­
port:
According to the registration lists, the dele­
gates from the United States of America were, 
Alexander S. Banks, John Berg, C. P. Car­
ruthers, W . Sanders Davies, A. S. Fedde, H.
B. Fernald, J. F. Forbes, D. L. Grey, E. H. 
Griswold, F. F. Hahn, James Hall, Henry R. 
Hatfield, David Himmelblau, R. H. M ont­
gomery, Jos. C. Myer, Geo. S. Olive, Maurice 
Peloubet, A. P. Richardson, Chas. F. Ritten­
house, W . A. Staub, Andrew Stewart, A. C. 
Upleger, and James F. Welch. Leon E. W il­
liams was registered as a visitor from the 
United States.
This Congress was sponsored by the eight 
professional organizations in England, Wales. 
Scotland, and Ireland. Delegates were present 
from twenty-three countries. Lord Plender 
was President, Sir James Martin, Vice-Presi­
dent, the Honorable George Colville, Secre­
tary, w ith R. W . Bankes and A. A. Garrett act­
ing as Assistant Secretaries.
The Congress was inaugurated by a service 
at Westminster Abbey, conducted by the Dean 
of Westminster, the sermon being delivered 
by His Grace, the Archbishop of York, speak­
ing from the text, "Seek ye first the Kingdom 
o f God and His Righteousness (or His Jus­
tice) and all these things shall be added unto 
you.”  The Archbishop, in concluding, re­
marked that "Upon their profession and the 
conduct o f its responsibilities by its members 
must very largely depend the basis of mutual 
confidence which was the first condition of re­
turning or abiding prosperity.”
The president’s address of welcome was re­
sponded to by short acknowledgments from 
countries, John F. Forbes representing Amer­
ica. Sir Josiah Stamp, well known internation­
ally as a foremost authority, spoke on " In ­
ternational Finance.”  His opening sentence 
gives a key to the entire situation. I t  was: 
"The ink is hardly dry on any written discus­
sion of modern problems of international 
finance before some kaleidoscopic shift o f the 
world’s affairs makes a new aspect dominant 
and brings to the front a different question of 
principle.”
Dean Myer was one who discussed the 
paper on "Exchange Fluctuations,”  by A. E. 
Cutforth.
Colonel Montgomery presided during the 
presentation and discussion of a paper by Sir 
Albert W . Wyon, on "H old ing and Subsidiary 
Companies,”  Maurice E. Peloubet and Walter 
A. Staub being among those who discussed it.
"The Auditor’s Responsibility”  was dis­
cussed from the British viewpoint by Henry 
Morgan; from the Continental viewpoint by 
W ilhelm  Voss, and from the American view­
point by Colonel Montgomery.
W illiam  Cash discussed the "Control of 
Charges and Profits of Statutory Undertak­
ings.”  Professor W . Annan presented a paper 
on "Accounting As An A id  to Commerce.” 
Among those discussing this paper was Alex­
ander S. Banks. A  paper on "Depreciation 
and Obsolescence”  was presented by A. S. 
Fedde, of the United States, and Henry Rand 
Hatfield, also o f the United States, was one 
who discussed it. Robert Ashworth presented 
a paper on "Mechanical Accounting.”
A t the final session, Friday afternoon Colo­
nel Montgomery, president o f the Third In ­
ternational Congress, speaking on behalf o f the 
accountants in the United States o f America, 
Puerto Rico, Philippine Islands, Canada, Mex­
ico, and Paraguay, expressed felicitations and 
thanks to their British hosts, and moved a 
resolution o f thanks. In this he was supported 
by E. van Dien, of Holland, president o f the 
Second International Congress, speaking on 
behalf o f his colleagues from Africa, Austra­
lia, Austria, China, Czecho-Slovakia, Denmark, 
France, Germany, Holland, Japan, Italy, N or­
way, Poland, Roumania, Sweden, and Switzer­
land. The resolution was carried unanimously 
by the visiting delegates after which Lord 
Plender expressed on behalf o f the hosts their
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appreciation of the privilege which had been 
theirs of entertaining the Fourth International 
Congress, and announced that an invitation 
had been received from the head of the Italian 
delegation, suggesting that the F ifth  Congress 
be held in  Rome, in 1936, in the country 
where bookkeeping is said to have had its 
scientific origin.
Monday evening a reception was tendered 
the delegates and visitors from abroad at the 
Grosvenor House, the music for which was 
furnished by the band of H. M. Grenadier 
Guards, which was followed by a cabaret per­
formance at eleven o’clock.
Tuesday evening the delegates and visitors 
attended His Majesty’s Theatre, the Haymar­
ket, to witness a performance of "Music in 
the A ir.”
The banquet in the Guild Hall, Wednesday 
evening was attended by seven hundred. The 
setting in the ancient and historic building 
was all that could be desired. The banquet was 
honored by the presence of H. R. H. Prince 
George, whose toast response is printed else­
where, as is the response o f Colonel Montgom­
ery, the representative from the United States. 
The order o f banquet speakers was: Prince 
George; the chairman, Lord Plender; Colonel 
Montgomery; Sir James M artin; the Arch­
bishop of York; E. van Dien, and the Marquis 
of Reading.
Thursday afternoon Lord and Lady Plender 
welcomed the delegates and visitors at a garden
party at Ovenden House, Sundridge, Kent. 
During the afternoon the musical selections 
were given by the band of the Royal A ir 
Force.
The closing function of the Congress was 
the Grand Ball at Grosvenor House w ith over 
eight hundred present. The guests were re­
ceived by Lord and Lady Plender, and Sir 
James and Lady Martin, at ten o’clock, w ith 
dancing immediately begun, and continued 
until three o’clock, the music being furnished 
by the Embassy Band.
Many other entertainment features were 
provided, such as visits to Windsor Castle, 
Peter Robinson, Ltd., Hampton Court Palace, 
the Port o f London, as well as to Oxford and 
Cambridge.
In  the golf competition, in which there 
were seventy-one entries, reference is made to 
one American contestant as follows: "In  the 
bogey competition, Andrew Stewart, who was 
a delegate, played amazing go lf from a handi­
cap of ten, and returned eight up on bogey, 
having used only four of his strokes in the 
round. This score easily won the first prize.”
Following the Congress, the delegates made 
visits to cities in Ireland and Scotland, where 
they were entertained by the local societies. 
A t Glasgow Arthur C. Upleger spoke on be­
half o f the accountants from America, and at 
Aberdeen Alexander S. Banks represented the 
United States.
Two Banquet Toasts
By H.R.H. T h e  P r in c e  G e o r g e , K.G.
Lord Plender, your Grace, your Excellencies, 
my Lords and gentlemen: I am very pleased 
to be here this evening to propose the Toast 
o f "The Fourth International Congress on Ac­
counting.”
International business is not made easier by 
the difficulties arising from different languages 
and currencies, but, so far as accountancy is 
concerned, these difficulties are to a great ex­
tent dissipated by the fact that the accounts of 
nearly all the nations are prepared according to 
well-tried and universally used principles. That 
this is so is indicated by the fact that there are
here delegates from nineteen different coun­
tries. Anyone wishing to trade with another 
country would probably find that no difference 
in principle exists in the way in which ac­
counts are kept.
Although this is the first occasion on which 
your International Congress has been held in 
this country, I  hope it w ill not be the last. 
(Hear, hear.) I t  does surprise me that this 
should be only the fourth International Con­
gress of the members of your profession. It 
seems curious that accountancy should not 
have been recognised as a definite profession 
from a much earlier date, similar to the estab­
lishment o f doctors, lawyers, &c.
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From the earliest days of trading, even at 
the time of the Phoenicians, merchants saw the 
necessity o f keeping accounts, and, what is 
more important, o f having an expert on fig­
ures close at hand to explain to them details 
o f their profit or loss on any venture.
A t the present time the necessity fo r good 
accountancy and of taking the advice of ac­
countants is becoming more and more widely 
recognised. (Hear, hear.) So much so that 
many companies have an accountant as a 
member of the Board. I t  seems to me that an 
accountant who is employed not as an auditor 
alone should be regarded as much as a neces­
sity to the directing of the company’s activities 
as a general practitioner is to a large and 
growing family. The general practitioner 
watches the family as it  grows and warns the 
parents when the distress signals appear. 
(Laughter.) Similarly, the duty o f the ac­
countant on the Board would be to indicate 
the treatment necessary i f  the figures begin to 
take on an unhealthy appearance in any par­
ticular part o f the business.
In addition to the helpful services of ac­
countants to companies and businesses gener­
ally, it  seems obvious to me that the assistance 
of the accountant to a private individual is 
becoming more and more of a necessity. Per­
sonally, I have my own accounts audited every 
year in  order that I may know where I stand. 
(Laughter and applause.)
The activities o f the accountant cover such 
a wide sphere that his advice and assistance 
are indispensable to the commercial man. The 
high standard demanded to-day can only be 
achieved as a result o f training in order to 
pass the most searching examinations. Those 
who contemplate entering your profession may 
hesitate and ask, "W hy should I  pass such 
stiff examinations and then have to wait so 
long before I can earn a good living?”  To 
those I would say that it  must be remembered 
that the plums o f your profession are o f a 
high standard and very remunerative, and 
should amply repay their hard labours. (Hear, 
hear.)
A  knowledge of accounts is a necessity in 
every walk o f life. So strongly do I  feel this 
that I  hope the practice recently instituted o f 
giving a boy a grounding in business methods 
during the last year of his school life  w ill be 
considerably extended and that accountancy
w ill f i l l  an important part in this business 
training. Furthermore, I suggest it is necessary 
that the teachers make themselves fit fo r this 
important part o f their work by attending lec­
tures dealing w ith the practical side of this 
subject, thus amplifying and perfecting the 
theoretical knowledge to be gained from text­
books.
The points I have dealt w ith are not peculiar 
to this country; they apply w ith equal force to 
all countries; and because o f this I consider 
myself privileged to address such a unique 
gathering of those practising the age-old and 
honoured profession of accountancy.
In  conclusion, I wish every success to the 
Fourth International Congress on Accounting, 
and I hope that by discussing your various 
problems in a spirit o f mutual cooperation 
lasting benefit w ill result, not only to your­
selves personally, but to all the countries 
which you represent.
Now, gentlemen, I w ill ask you to rise with 
me to drink to the health o f the Fourth Inter­
national Congress on Accounting, coupled 
with the names of your Chairman, Lord 
Plender, and Colonel Montgomery. (A p ­
plause. )
By C o l o n e l  R. H. M o n t g o m e r y
Before leaving America I heard it  whis­
pered around that the word "debts”  was to be 
tabooed while in Europe. Your Royal H igh­
ness may not know it, but accountants are 
quite used to ignoring instructions, and I  am 
tempted to ignore this admonition, and trans­
gress, i f  you w ill. But the debts I want to 
mention are debts o f gratitude— (laughter) —  
gratitude to our hosts, our British accounting 
brethren, fo r the deep-rooted and sound fun­
damentals of accounting theory, practice and 
ethics we have inherited from them; to your 
Royal Highness fo r your kind and generous 
welcome; and to you, Lord Plender, for this 
festive gathering here to-night. I  am deeply 
sensible o f the honour which has been ac­
corded in  permitting us to gather in this h is­
toric hall, rich w ith its atmosphere of tradi­
tions, and in being greeted by some of B rit­
ain’s foremost sons. I t  is a proud day fo r ac­
countants. When we again cross the seas and 
return to our homes we shall carry w ith us a 
memory which time w ill not erase, and one 
which w ill symbolise the international good
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fellowship and friendly cooperative spirit so 
manifest here to-night.
Four years ago it  was my privilege to wel­
come the delegates to the Third International 
Congress on Accounting held in  New York. 
A t that time we were rid ing on the crest of 
the wave of success, which has now receded 
into the far distance, leaving us upon a d if­
ferent level. This four years’ period has been 
one of stress and strain for most of us, while 
the world has been seeking a means o f re­
covery from its economic ills. We have had 
new lessons to learn, and in the process it  has 
also been necessary to unlearn not a few of 
the old ones. The tracks through the wilder­
ness of financial and industrial uncertainties 
which the accountant has been required to 
chart have increased tremendously in number 
and in character o f terrain. His responsibili­
ties now embrace fields not hitherto en­
visioned.
To face successfully these new conditions 
we now and again need time for meditation 
in order that we may retrace our steps back to 
the fundamental theories o f accountancy and 
make sure that our newly-trodden ways have 
not become so devious as to obscure the 
pivotal starting point. We could have no 
better opportunity for such meditation than is 
now presented by this Fourth International 
Congress. We are assembled here in the coun­
try in which the practise of accountancy was 
first developed and where it  first attained 
widespread and respected standing. In  such 
an atmosphere and amid such traditions our 
deliberations w ill be carried on under the most 
favourable and happy auspices.
I t  is an honour, a privilege, and a pleasure 
to attend this Fourth International Congress 
on Accounting. I had some part in the first 
Congress in St. Louis in 1904; in Amsterdam 
in 1926, and in New York in 1929. N ot one 
o f them would have been a success had it not 
been for the British attendance and participa­
tion. When we very properly speak of the 
1904 Congress, held in St. Louis, as the First 
International Congress on Accounting, we 
must not forget that it was a British account­
ant— George W ilkinson— who first thought 
o f it, who organised it, and who made it a 
success. Perhaps he was influenced by the 
land of his adoption, but those o f us who 
knew and loved him well, recall that he never
lost his pride in British traditions, which he 
so well exemplified. In  the years immediately 
following, Sir Arthur Dickinson was a tower 
of strength in  directing the ethics and practice. 
He is here this evening. (Applause.)
I am not sure that in St. Louis and in New 
York the British delegates always wanted to 
attend the almost continuous and highly tech­
nical sessions usually held in terrifically hot 
weather (and they always wore too many 
clothes), but they were such thoroughly good 
sports that they never dreamt of letting their 
hosts down. Their energy and interest were 
unbounded. They discussed every subject. 
They were always sure that they were right, 
and sometimes they were! I am afraid the 
delegates and visitors at this Congress w ill not 
do half so well, but we do not have their 
reputation to sustain.
I have come to the conclusion that a nation 
is great in direct proportion to the number of 
professional accountants w ithin its borders. 
Go to any place you like in the world, and 
there you w ill find the British accountant. 
V isit England, and you w ill find him repre­
sented in all that has made Britain great. And 
this goes on even though you have a most 
terrible climate and you wear too many clothes 
in hot weather.
There may be an overproduction of pretty 
much everything throughout the world, but 
there has been no overproduction o f profes­
sional accountants in England or in the United 
States. I t  is not surprising that the W orld 
Economic Conference is about to adjourn. 
Their problems, national and international, as 
they saw them, were insoluble, but they would 
have been more nearly solved i f  accountants 
had been permitted to resolve all questions 
into debit and credit. England would be proud 
o f the result. You have more and bigger 
credits than you have debits. Your debits are 
so few and so small that we hardly bother to 
mention them. Although I should refer to the 
corrections you made in the spelling o f some 
of the words in our papers. I am sure that you 
are wrong, but all I did was to moan softly to 
myself and let it  go at that. The balance of 
these debits and credits in your favour would 
be so large that it would astonish you, even 
though you have an extremely good opinion 
o f yourselves! Internationalists are not popu­
lar to-day.
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Trade and race barriers and prejudices are 
being built up faster than they are being torn 
down. Accountants have had no part in their 
building up ; they would like to have a part in 
the tearing down. They could settle the ques­
tion of currencies, tariffs, war debts, and repa­
rations by again applying their inexorable prin­
ciples of debit and credit. I t  is hardly necessary 
to prophesy how England would come out in 
the balance. You would not need to have a 
single British accountant to make, nor to audit, 
the entries. You could choose the accountants 
by lot from any country in the world, and the 
result would be the same. The honour and 
the integrity o f the British nation, as carried 
round the globe by the British accountant, 
have le ft an indelible impression o f fairness, 
honesty and righteousness, and as you have 
dealt w ith others so others w ill deal w ith you.
A ll over the world the British accountant 
has been found— and for what purpose? It 
has been to seek the truth, and when it is 
known that what you want is the truth, the 
whole truth and nothing but the truth, the 
seeker of the truth justly acquires a reputation 
for fair play and honesty in his dealings with 
his fellow men.
This truth I have referred to has dealt 
chiefly w ith production, distribution and con­
sumption of tangible rather than intangible 
things; but when the British went on decade 
after decade striving to ascertain nothing but 
the truth in respect o f tangible things it be­
comes easy to understand why it is that in 
what we call the finer things of life— religion, 
the arts, sciences, politics— the British have 
sought and still seek the truth. They do not 
believe that any liv ing man has a monopoly 
of brains or genius, but that the human race is 
still so fallible that we must keep on seeking 
the truth about every subject until we find it, 
and that in the meantime we must have open 
minds.
I have said that all over the world you find 
the British accountant. You can always tell a 
British accountant, but you can’t tell him 
much!
May the British accountants continue to 
carry the proud banner of Britain throughout 
the globe and continue to give us, who live 
in better climates and who wear fewer clothes 
in the summer-time, an example o f high th ink­
ing at all times, courage when it  is most
needed, and friendship which is as genuine 
and as tight and as right as your little  island 
has been and always w ill be.
We thank you for your cordial greetings and 
for your boundless hospitality. Our respect 
and affection for British accountants, which 
needed no acceleration, nevertheless has been 
broadened and strengthened. We ho*pe to 
come again. (Applause.)
A u d ito r ’s L iab ility
( Continued from page 552)
Justice Dennistoun very definitely disagrees 
w ith this view. He holds that the defendants 
are liable only for such thefts as they were 
under a duty to discover and failed to dis­
cover, and that they are not liable fo r thefts 
which they were not under any duty to dis­
cover. To put it  concretely, he held that fa il­
ure to detect thefts of petty cash, which he 
found the defendants were under a duty to 
check, made them liable for such thefts of 
petty cash, but did not make them liable for 
thefts committed, whether during the same 
period or subsequently, through cheques which 
the accountant induced the officials of the 
p la intiff to sign in favor of a fictitious payee 
(an alias which he adopted), etc. The prin­
ciple which he enunciates and applies, is that 
"the auditors in  the case at bar are liable for 
the losses which fa ll w ithin the four corners 
o f their contract, and are not liable for the 
others.”
To sum the matter up, the judgment of the 
Court of Appeal is that the charge of negli­
gence against the defendants was unfounded; 
that the defendants have fu lly  and compe­
tently performed the terms of their engage­
ment and le ft nothing undone which they 
undertook to do, and that consequently the 
pla intiff’s action wholly failed.
Natural Fiscal Year
( Continued from page 541)
In  the interest, therefore, of all parties in ­
volved your attention is again called to the 
benefits to be gained should the Recovery A d ­
ministration require that all codes shall recog­
nize the Natural Fiscal Year as the basis on 
which all accounting records shall be kept and 
reports shall be made.
Very respectfully,
D. W . Sp r in g e r , Secretary.
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 C. P. A. Examination Questions* 




The Vidette M anufacturing Company purchases in bulk a raw material 
which must be separated into thirteen grades before processing. Cost is pro­
rated over these grades by the assignment to them of weights corresponding 
to their salability in the form  of finished products. Grade K  is weighted at 
1 0 0 ; other grades are given weights corresponding to their relative value in 
production as compared with grade K .
A  certain lot o f the raw material was purchased for $ 3 ,6 3 8 .4 5  and con­
sisted o f 737 items. T he table following shows the grades into which the items 
















W h a t cost should be assigned to each item in the various grades ? 
Problem 7:
T h e Arnold Company has the exclusive right to m anufacture a product 
that it sells with optional attachments some o f which it also manufactures.
*T he  Service o f Exam ina tion  questions conducted by The Am erican Society furnishes p rac ti­
ca lly  tw ice as many questions in  Theory, A ud iting , Commercial Law , and Economics and Public  
Finance as could be used by any State Board fo r  a fou r-hou r exam ination period, and tw ice as 
many problems in  P ractica l Accounting as would be required fo r  tw o  exam ination periods o f fo u r  
to five hours each. A  Board using the service makes its own selections and adds any special ques­
tions o r problems which it  desires. P a rt o f the problems in  P ractica l Accounting fo llow .
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For the purpose o f  de te rm in ing  re la tive  efficiency, the various departments o f 
the business except jobb ing  are credited w ith  th e ir outputs at prices comparable 
to those charged by outside suppliers.
Castings fro m  the fo un d ry  are m achined and assembled in  the machine 
shop. T he  specialty departm ent manufactures several o f  the op tiona l attach­
ments sold w ith  the m ain  product. Finished products o f  the machine shop 
and specialty departm ent are transferred to the jobb ing  departm ent fo r  sale to 
customers.
F rom  the t r ia l balance and in fo rm a tio n  fo llo w in g  prepare ( a )  a balance 
sheet and ( b )  a statement o f  p ro fit and loss show ing departm enta l gross p ro fit:
T ria l Balance 
December 31, 1932
Account Dr. Cr.
Cash in bank................................................................$ 40,325.62
Cash on hand.............................................................  250.00
Accounts receivable................................................... 135,627.48
Reserve for bad debts................................................. $ 25,628.32
Book inventories— December 31,1932.....................  108,933.24
Prepaid factory supplies............................................  2,516.34
Unexpired insurance premiums................................ 1,596.14
Unamortized bond discount......................................  5,737.50
Land ..........................................................................  51,125.62
Building .................................................................... 290,046.91
Machinery and equipment........................................  175,127.60
Office furniture and fixtures......................................  15,437.82
Salesmen’s automobiles..............................................  10,487.25
T ru c k ............................................................. ............  2,400.00
Reserve for depreciation—
Building ...............................................................  40,027.95
Machinery and equipment.................................... 53,701.69
Office furniture and fixtures.................................. 4,158.71
Salesmen’s automobiles..........................................  3,993.63
T ru c k ...................................................................... 900.00
Accounts payable.......................................................  35,087.39
Notes payable.............................................................  27,963.56
Accrued factory payroll............................................  2,780.54
6% first mortgage bonds..........................................  170,000.00
7% cumulative preferred stock, $100.00 par value. 175,000.00
Common stock, $10.00 par value.............................. 200,000.00
Surplus........................................................................ 216,632.80
Net sales...................................................................... 1,817,562.14
Jobbing purchases.......................................................  1,265,149.70
Foundry—
Purchases...............................................................  425,114.80
Direct labor.............................................................  100,696.80
Supervision ...........................................................  15,809.96
Insurance................................................................ 3,500.98
Supplies and expense............................................  5,268.41
Departmental sales................................................. 623,588.20
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Machine shop—
Purchases...............................................................  701,460.59
Direct labor...........................................................  88,401.22
Supervision ...........................................................  10,018.80
Insurance...............................................................  4,261.20
Supplies and expense............................................  2,897.72
Departmental sales................................................  947,441.60
Specialty department—
Purchases...............................................................  146,291.52
Direct labor...........................................................  30,022.44
Supervision ...........................................................  4,286.78
Insurance ...............................................................  1,081.96
Supplies and expense............................................  1,598.76
Departmental sales................................................. 230,372.90
Heat, light and power..............................................  11,108.96
Taxes—Real estate..................................................... 12,659.08
Sales salaries...............................................................  59,408.91
Sales expenses.............................................................  27,762.28
Officers’ salaries.........................................................  149,280.16
Office salaries.............................................................  114,509.78
Bad debts.................................................................... 18,175.62
Insurance.................................................................... 10,081.56
Rent of general office................................................. 18,000.00
Office stationery and supplies....................................  26,409.18
Other expenses...........................................................  35,601.68
Truck expenses...........................................................  3,650.18
Interest paid on bonds..............................................  7,650.00
Other interest paid.....................................................  1,650.28
Income tax on bond interest......................................  153.00
T o ta ls ................................................................. $ 4,358,206.63 $ 4,358,206.63
T h e inventories at January 1, 1932, and D ecem ber 31, 1932, unadjusted  
for interdepartm ental profit, fo llo w :
January December
Particulars 1, 1932 31, 1932
Inventories—
Finished products in jobbing department-—
Outside purchases.......................................................$ 24,028.46 $ 17,186.92
Transfers from—
Machine shop.........................................................  62,140.77 50,475.09
Specialty department..............................................  15,808.52 15,412.69
Raw materials in—
Foundry......................................................................  12,268.40 10,068.92
Machine shop (outside purchases).........................  17,180.91 13,229.40
Specialty department................................................... 3,418.91 2,560.22
T o ta ls .......................................................................... $134,845.97 $108,933.24
T h e interdepartm ental b illin g s during the year 1932 w ere as fo llo w s:
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.------------------------ To-------------------------
Foundry Machine Shop Jobbing Together
By
Foundry ............... $623,588.20 $ 623,588.20
Machine shop___ $ 28,474.35 $ 918,967.25 947,441.60
Specialty depart­
ment ............... 230,372.90 230,372.90
T o ta ls ...........$ 28,474.35 $623,588.20 $ 1,149,340.15 $ 1,801,402.70
T h e com p lete  ou tp ut o f  the foundry is transferred to m achine shop. T h e  
b illin gs by the m achine shop  to the foun dry represent d efec tiv e  castings re­
turned. T h ese  w ere charged  to foundry purchases. 
D ep recia tion  sh ou ld  b e com puted  at the fo llo w in g  annual rates:
Assets Rate
B u ild in g s ....................................................................................... 2%
Machinery and equipment...........................................................  10%
Office furniture and fixtures.........................................................  10%
Salesmen’s automobiles.................................................................  25%
T ru c k .............................................................................................  25%
A n  analysis o f  the fixed asset accounts reveals the fo llo w in g  changes 
during th e year:
Balance—  Additions Balance—
January During December
Asset 1, 1932 1932 31, 1932
Building .......................................... $278,514.62 $ 11,532.29 $290,046.91
Machinery and equipment—
Foundry ........................................  59,306.75 3,519.69 62,826.44
Machine shop................................ 76,884.92 10,227.68 87,112.60
Specialty department.....................  23,680.19 1,508.37 25,188.56
Office furniture and fixtures............. 13,230.85 2,206.97 15,437.82
Salesmen’s automobiles.....................  10,487.25 10,487.25
T ru c k ................................................. 2,400.00 2,400.00
Certain factory overhead expenses are to be distributed as follows:
---------------------------- T o ----------------------------
Expense Foundry Machine Shop Specialty
Building depreciation. . 35% 40% 25%
Heat, ligh t and power. 40% 45% 15%
Real estate taxes........... 35% 40% 25%
T h e bond issu e w as floated  O ctober 1, 1928, at a d iscount o f  five per cent 
and is due O ctober 1, 1938, w ith ou t prepaym ents. T h e  bond interest is payable  
A pril 1 and O ctober 1. In com e tax payable under th e tw o  per cent tax-free  
covenant clause sh ou ld  b e  accrued. 
A  p rovision  for  bad debts w as m ade m on th ly  on  the basis o f  o n e  per cent 
o f  net sales. A  rev iew  o f  the accounts receivable reveals that th e reserve at
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December 31, 1932, to provide for normal losses, should be $ 2 8 ,4 1 6 .9 7 .
A n analysis o f the surplus account since January 1, 1931, is as follow s:
Particulars Amount
Balance— January 1, 1931........................................................................$232,873.61
Net operating loss— 1931........................................................................ 414,819.06*
Balance— January 1, 1932........................................................................$181,945.45*
Adjustment to reduce inventories at December 31, 1931, to cost........  10,187.35
$192,132.80*
Preferred dividends paid for years 1931 and 1932................................ 24,500.00
Book balance— December 31, 1932......................................................... $216,632.80*
*Red.
T he truck mileage was used approximately fifty per cent for hauling raw  
materials to the foundry and fifty per cent for hauling shipments from  the w are­
house to freight depots.
Selling and administrative expenses are not allocable to the several de­
partments.
Problem 8 :
From  the inform ation follow ing, which you determine to be correct, prepare 
a consolidated balance sheet and statement o f profit and loss:
Aetna Publishers, Inc., is an operating and holding company with two 
subsidiaries: one a printing com pany; the second, a jobber o f paper and print­
ing supplies, now on practically a non-operating basis because o f the depression. 
T he parent company markets several series o f educational books turned out 
by its subsidiary and by other printing establishments. T he parent company’s 
trial balance follow s:
A E TN A PUBLISHERS, INC.
T r ia l  B a l a n c e  —  D e c e m b e r  31, 1932
Cash in bank............................................................... $ 38,694.82
Cash on hand.............................................................  500.00
Customers, all collectible..........................................  287,718.90
Inventory at December 31, 1932, of books, all of 
which were acquired in 1932—
Purchased from Playders Corp.. .$ 48,238.50
Other purchases............................ 14,878.74 63,117.24 $ 63,117.24
Advances to—
Playders Corp......................................................... 35,200.00
Printers Supplies Company.................................... 171,280.58
Investment in—
Playders Corp., acquired on January 1, 1923:
1,250 shares at cost o f  $110.00 per share......... 137,500.00
Printers Supplies Company, established in 1927 
at cost o f $82,000.00: 500 shares written 
down in 1932 to ................................................. 1,000.00
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Land
acquired January 1, 1930, from Play­
ders Corp.; land at cost to transferor, 
building at then fa ir market value of 
$91,000.00 [net after depreciation] as 
determined by Acme Appraisal Co.
Building ...............................................
Reserve for depreciation....................... .....................
Accounts payable.......................................................
Capital stock authorized and issued— 6,000 shares
Earned surplus at January 1, 1932........ ...................
Sales ............................................................................
Rental income, which may be regarded as a fair ap­
portionment to subsidiary companies of deprecia­
tion, taxes, and other actual costs.........................





Purchases from Playders Corp...................................  580,723.31
Other purchases.........................................................  65,499.62
Selling and administrative costs, including deprecia­
tion o f $4,500.00................................................... 34,226.26






3 ,6 0 0 .0 0
T o ta ls ..................................................................$ 1,775,899.05 $ 1,775,899.05
T h e trial balance o f  Playders Corp. w a s :
PLAYDERS CORP.
T r ia l  B a l a n c e  —  D e c e m b e r  31, 1932
Incompleted shop orders at December 31, 1932 (no 
purchases from Printers Supplies Company in ­
cluded) ............................................................... .$ 32,390.22
Paper, ink and supplies at December 31, 1932, of 
which $28,800.00 represents paper acquired in
1932 from Printers Supplies Company............... 82,319.12 $ 82,319.12
Machinery and equipment, at cost. . ........................ 123,713.24
Reserve for depreciation, unchanged since 1930. . . 123,713.24
Advances from parent company................................ 35,200.00
Capital stock 1,500 shares originally issued in 1915
at p a r ...................................................................... 150,000.00
Paid-in surplus arising from retirement in 1920 o f
preferred stock at less than par.............................. 34,525.00
Paid-in surplus from sale o f building to Aetna Pub­
lishers, Inc., in 1930, at a price exceeding cost of 
$130,000.00 less accrued depreciation o f $52,-
000.00   13,000.00
Deficit at January 1, 1932, o f which $34,967.81 was
accumulated prior to 1923....................................  176,087.99
Sales to Aetna Publishers, Inc., at regular market
prices ........................................................... ..........  580,723.31
Paper purchased from Printers Supplies Company
during 1932...........................................................  138,624.33
Inventory o f raw materials and supplies at January 
1, 1932, of which $6,320.33 represents paper ac­
quired from Printers Supplies Company (no 
orders in process at this date).............................. 54,728.13
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Shop rent paid Aetna Publishers, Inc....................... 3,000.00
A ll other shop purchases and direct shop expenses
incurred in 1932..................................................... 408,617.64
Totals ..................................................................$ 1,019,480.67 $1,019,480.67
O n ly  a fe w  transactions appear on  the books o f  Printers Supplies C om ­
pany for 1932. Its trial balance fo llo w s:
PRINTERS SUPPLIES CO M PANY
T r i a l  B a la n c e  —  D e c e m b e r  31 , 1932 
Cash in bank, representing checks drawn on bank ac­
count of Aetna Publishers, Inc...................................... $ 132.99
Customers, all collectible .................................................$ 504.20
Inventory at December 31, 1932, of paper, etc., at cost. 2,740.44
Advances from parent company........................................  171,280.58
Sales of similar items at similar prices to Playders Corp., 
at regular market prices; gross margin has remained
unchanged during last several years...........................  138,624.33
Sales to outside customers................................................... 4,438.23
Rental paid Aetna Publishers, Inc., for storage space. . . 600.00 
A ll other direct costs of sales, including purchases of 
$85,764.38 and opening inventory of $2,312.50, less
closing inventory of $2,740.44......................................  94,775.04
Officers’ salaries.................................................................. 52,000.00
Capital stock— 500 shares authorized and issued............. 50,000.00
Paid-in surplus from assets contributed in excess of par
value of stock.................................................................  32,000.00
Earned surplus, January 1, 1932......................................  245,856.45
T o ta ls ..........................................................................$396,476.13 $396,476.13
Problem  9: 
From  the in form ation  appearing b elow  prepare a balance sheet o f  the  
G old rox C om pany at D ecem ber 31, 1932:
Cash in bank (less checks in payment of accounts payable of $19,572.27,
dated December 31, 1932, but mailed to creditors January 5, 1933) $ 50,081.97
Petty cash (in  which are included advances to employees of $575.00,
which are to be repaid from next payro ll)..........................................  1,000.00
Customers’ notes (o f which $15,419.50 past due are doubtful and be­
lieved to be but fifty  per cent collectible)............................................  82,064.48
Accounts receivable (including bad accounts of $18,672.27, doubtful 
items— fifty  per cent collectible— of $39,961.59, and advances to 
officers of $10,500.00 for stock subscriptions and of $2,514.62 on
open account) ......................................................................................... 137,111.56
Inventory of—
Finished goods (including consignments received amounting to
$3,095.56) .........................................................................................  70,725.26
W ork in process (excluding factory overhead of $4,604.71)............. 30,290.22
Raw material (merchandise in transit at December 31, 1932, not en­
tered on books, $17,429.70).............................................................  56,977.43
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Unexpired insurance premiums (in  which are included the cash sur­
render values of $21,903.38 on officers’ life  insurance polic ies)........  27,429.70
Bonds and stocks (market value o f listed securities $132,055.21; un­
listed stocks consist of investments at cost o f $54,691.50 in affiliated
companies) .............................................................................................  194,412.93
Deposit w ith sinking fund trustee from which matured but unpresented 
bonds of $10,250.00 and unpresented interest coupons o f $922.50
have been deducted..................................................................................  32,314.13
Unamortized bond discount and expense................................................... 4,604.71
Land ............................................................................................................ 121,195.02
B u ild in g ........................................................................................................ 444,467.18
Equipment, including equipment in use, fu lly  depreciated, which cost
$37,429.70 .............................................................................................  231,752.66
Patents, including worthless patents costing $11,903.38 on which ac­
cumulated amortization of $9,215.29 has accrued................................ 132,810.48
Bank loan, on which interest o f $815.00 has been prepaid, secured by
bonds and stocks having a book value of $20,146.22.........................  15,000.00
Subscriptions to stock in affiliated companies, payable January 1, 1934. 17,000.00 
Trade accounts payable (included in which are debit balances totaling
$9,859.31) .............................................................................................  56,977.43
Estimated liability on contract for raw materials canceled December 20,
1932   9,200.00
Loan from stockholder secured by assignment of notes receivable of
$22,316.19 .............................................................................................  20,000.00
Interest accrued on bonds............................................................................  5,416.67
Other accrued expenses................................................................................  23,978.16
6½% first mortgage bonds, payable $5,000.00 semi-annually on March
1, and September 1, to March 1, 1942, when balance matures........... 250,000.00
7% cumulative preferred stock authorized, par value $100.00............... 500,000.00
7% cumulative preferred stock unissued and unsubscribed...................  150,000.00
No-par common stock— 2,000 shares authorized and issued, including 
200 shares sold to officers on which the company has advanced $10,-
500.00 .....................................................................................................  200,000.00
Surplus (before providing for depreciation reserves o f $180,080.34, 
and reserve for amortization of patents of $110,907.10; but includ­
ing surplus of $25,147.78 arising from revaluation of la n d )............. 669,665.47
Problem 10:
The Plural M anufacturing Company, a partnership established on January  
1, 1931, calls upon you to prepare a statement of the capital accounts o f the 
partners for the two years ending December 31, 1932, and a balance sheet as at 
that date. Following is a trial balance of the general ledger at December
31 , 1932:
Account Dr. Cr.
Cash in bank........................................................................$ 16,740.90
Accounts receivable.............................................................  21,330.74
Inven to ry ............................................................................  9,410.30
Equipm ent..........................................................................  140,500.00
Sales............................................................................................... $285,678.32
Purchases.................................. ............................ 122,639.71
L a b o r..................................................................................  69,742.80
Heat, light and power.......................................................  3,620.00
Other factory expense, less above inventory.....................  10,340.29
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Office salaries...................................................................... 3,750.00
R e n t..................................................................................... 2,400.00
Interest on loan.................................................................. 600.00
Other general expense.......................................................  6,643.90
Accounts payable, including loan from Betters on June
29, 1931, o f $5,000.00................................................... 29,470.32
Partners’ accounts—
Annett—
C a p ita l........................................................................  40,000.00
Drawing .................................................................... 7,390.00
Betters—
C a p ita l........................................................................ 60,000.00
Drawing .................................................................... 13,740.00
Cibell—
C a p ita l........................................................................ 30,000.00
Drawing .................................................................... 16,300.00
$445,148.64 $445,148.64
Am ong the provisions of the partnership agreement you find the follow ing: 
Loans from  partners. T he interest rate on loans from  partners will be 
six per cent per annum.
Partners’ salaries. Salaries o f $5 ,0 0 0 , $ 2 ,5 0 0 .0 0 , and $ 5 ,0 0 0 .0 0  will be 
paid to Annett, Betters and Cibell, respectively. These amounts will be 
added to the partners’ drawing accounts on D ecem ber 31 o f each year.
Partners' draw ings. Each partner will be permitted to draw against pros­
pective profits to the extent of 1 0 %  of his capital at the beginning of the 
year. On withdrawals in excess of this percentage, a partner will pay 
interest at the rate o f 1 %  per month, without compounding, to be com ­
puted and charged to the partners’ accounts on December 31 of each year. 
If the drawings o f any partner during the year are less than 10%  of his 
capital at the beginning o f the year, interest on the difference will be credited 
to his account at the rate of 6 %  on the undrawn balance on December 31.
Profit sharing. Each partner will receive a preferential allowance o f 8 %  
on his capital account at the beginning of each year. T he balance of profit 
or loss will be shared equally.
In examining the records of the company you find that the books were 
not closed at December 31, 1931. T he amounts in the partners’ capital ac­
counts represent original investments. Y o u  also determine that the net profit 
for the year ending December 31, 1931, after deducting partners’ salaries and 
taking depreciation of $ 7 ,0 2 5 .0 0  on equipment but before deducting interest on 
the partners’ accounts amounted to $ 1 2 ,4 8 0 .0 0 .
A  summary o f the partners’ drawing accounts follow s:
Annett Betters Cibell
1931—
January 1 to October 31, inclusive. . .$ 2,800.00 $ 6,000.00 $ 3,000.00
November 30........................................  300.00 840.00 400.00
December 31........................................  290.00 900.00 400.00
Totals $ 3,390.00 $ 7,740.00 $ 3,800.00
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1932—
January 1 to June 30, inclusive......... 1,800.00 3,700.00 2,500.00
July 1 to December 31.........................  2,200.00 2,300.00 10,000.00
T o ta ls .................................................$ 7,390.00 $ 13,740.00 $ 16,300.00
On December 31, 1932, Cibell withdrew from  the firm and was given in 
full settlement $ 1 0 ,0 0 0 .0 0  in cash as shown above, and a 6%  two-year note for 
$ 30 ,0 0 0 .0 0  signed by the other partners.
TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
I n d e x
The origin of this index may be found on 
page 482 o f the August issue. I t  is not pre­
sented as being 100% complete. But w ith  its 
aid we believe that any reader who desires to 
locate something in the Shop, can do so w ith 
a minimum of time and effort. To save space, 
proper names, w ith the exception o f the most 
quoted publications, have been omitted. And 
i f  a thing sought cannot be found elsewhere, 
look under Dialogues and Anecdotes. In  pre­
paring this index we have had the invaluable 
assistance of M r. Sidney Marcus; without his 
aid we could not have done i t  at all.
The numbers indicate month and year. 
Thus, 8-33 means August, 1933.
A
Abacus, 3-31, 1-32.
Accountant, Canadian chartered, 10-28.
in  bankruptcy cases, 10-28. 
opportunities for, 2-29. 
as chief accountant, 3-29. 
as controller, 3-29. 




and economics, 11-30. 
in  motion pictures, 8-31.
Accountants, Tramp— see Accountant.
Acknowledgments, 6-29, 11-29, 2-30, 9-31, 4-32, 6-32,
2-33.
Addresses, 1-33, 4-33.
Adventures, 5-29, 7-31, 1-33, 3-33.
Advertising, 3-25.
accounting services, 7-31, 8-31, 9-31. 
business machines, 2-29, 11-29, 11-32. 




Agony Column, 7-30, 12-32.
American Legion, 4-29, 4-31, 5-32.
Amusement Parks, 5-29.






Army, 12-31, 3-32, 5-32, 8-32.
Athletics, 10-29, 12-29, 2-30, 1-31.
A uditing by Corporations, 7-29, 11-29.
Audito r vs. Client, 10-28, 4-29, 4-30, 6-31, 3-32, 6-32,
10-32, 5-33, 7-33.
A ud it— Procedure, 3-29, 10-32, 4-33.




Balance Sheet— English, 5-33.
Banks, Canadian, 4-30.
Banks, errors by, 10-29, 5-30, 6-31.
Bankruptcy, 10-28, 1-30, 4-30, 1-32, 7-32, 10-32. 
Baseball, 11-29, 10-30, 6-31, 10-32, 5-33.
Believe I t  or Not, 11-29.
Beta Gamma Sigma, 11-29, 1-30, 4-32, 5-32.
Bible, 6-26, 8-30.
“ B ig Three”  Colleges, 4-33, 5-33, 6-33, 7-33.
Blame, Is  the Auditor to? 10-32.
Blue-Sky Laws, 11-31.
Bookkeepers, in  fraud cases, 10-28.
aiding auditors, 4-30. 
having sole control, 4-31. 
co-operating w ith  acc’t, 1-32. 
tact in  teaching, 10-32.
Books— Not of Account— see Reading and Reviews. 
Bookstores, 3-29.
Boy Scouts, 7-30, 9-30, 10-30.
Bricks, 3-31, 7-31, 6-33.
Brokers, Stock, 3-29, 2-30, 4-31, 12-31, 1-32, 10-32. 
Browning, Robert— Accountant, 11-29.
B uild ing and Loan, 7-30, 10-30, 12-30.
B ull Market, in 1928, 3-29.
Business Machines— see Machinery.
Business Shows, 7-29.
Capitalization, 6-29, 8-29, 4-31.
Cash Registers, 8-31.
Certified Public Accountant, meaning of, 9-31.
as controller or chief accountant, 3-29. 
first certificate, 4-32.
Chain Letters, 3-30.
Chain Stores, 5-29, 6-29, 7-29, 10-29, 5-31, 8-31. 
Charitable Institutions, 3-29, 8-30.
Charters, Corporate, 6-29, 4-30.
Chinese, 3-31, 5-31, 7-31.
Chiropodists, 11-29, 4-30.
Christmas, 12-29, 12-30, 12-32.
Church, Going to, 3-29, 4-32.
Clients, Female, 7-29.
Tramp, 6-29, 1-30.
Unreasonable— see Audito r vs. Client.
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Club, The Accountants, of America, 5-30, 8-32, 1-33, 
4-33.
Clubs, Accounting for, 5-33, 6-33, 7-33.
Coca-Cola, 2-31, 5-32.
Cold Storage, 9-31, 12-31.
Colleges, Accounting for, 3-29, 10-29, 11-31.
“ B ig Three”  see “ B ig Three Colleges.”
Classes, 4-29, 5-29, 3-32.
C o llie r ’s, 11-29, 12-29, 5-30, 3-32, 4-32, 3-33, 5-33. 
Color, 3-29.




Confirmations, 10-29, 10-32, 7-33.
Contributions, Charitable, 4-30.
to Shop— see Rules of the Shop, 7-29. 
Correspondence Courses, 10-30.





Creamery and Cheese Factory, 10-28.
D
Deferred Charges, 2-33.
Degrees, 5-30, 6-30, 8-30, 2-32.
Delta Mu Delta, 2-30, 5-30, 6-30, 4-32, 5-32, 10-32. 
Dentists, 11-32, 6-33.
Department Stores, 4-29, 7-30, 11-30, 10-32.
Dependents, 5-30, 7-30.
Depreciation, obsolescence, 10-29, 12-29. 
and taxes, 8-30. 
in  U. S. Navy, 7-31, 12-31. 
writedowns, 3-32. 
students’ exam, 2-33, 3-33.
Destruction of Evidence— see Evidence.
Detectives, 10-28, 12-29, 1-30.
Dialogues— see The Shop Talkers.
D ignity, 3-32, 10-32.
Directors, 7-31, 8-32.
Dishonesty—-Employers vs. Employees, 10-28.
Divorces. 8-31.
Doll Clothes, 7-29.
D ry Goods— see Department Stores.
E
Economics, 11-30, 1-31, 7-31, 3-32, 6-32, 7-32. 
Education, 8-30, 9-30, 5-31, 5-32.
Embarrassments, 5-32, 6-32, 7-32, 8-32, 10-32, 11-32, 
12-32.
Employees of Clients, 10-28.
Engineers, 6-30, 5-32.
English, 2-31, 1-32, 2-32, 4-32, 11-32, 2-33.
Errors, by Accountants, 6-29.
by Banks— see Banks, 
by Bookkeepers— see Bookkeepers, 
typographic, 12-30, 4-33.
Estates, 6-31, 7-31, 10-32, 5-33.
Ethics, 10-28, 7-29, 8-31, 4-33.
Evidence, 10-28, 7-31.
Examinations— see Geography, 10-29, 10-30, 8-31, 11-32, 
4-33, 6-33.
F
Father and Son, 7-30, 9-30, 10-30, 11-30, 4-31, 6-31, 8-33. 
Fees, 1-32, 5-32.
Foreign Correspondents, 7-30, 6-31, 7-31.
Exchange, 5-29.
Forms, 2-29, 3-29, 10-30, 4-33.
Fortune, 7-31, 2-32, 1-33, 7-33, 10-33.
Fraternal Orders, 5-29, 4-30.
Fraternities, 5-30.
Fraud, cases of, 10-28.
in  bankruptcy, 1-30. 
in  postage, 1-30. 
disclosing, 4-30. 
undetectable, 4-30. 




Geography— see Examinations, 10-28, 11-30, 6-30, 1-31. 
Golden Book, 4-29.
Golf, 10-28, 7-32.
Goodwill— Clients’ 6-29, 6-31, 11-31.
Governmental Accounting, 2-29, 4-30, 7-30, 7-31, 3-32. 
Groceries, 8-31.
H
H e ra ld -T r ib u n e , New York, 5-29, 4-30, 5-31.
History, of and for Accountants. 10-29, 12-29, 11-30, 
8-31, 9-31, 4-32, 5-32, 6-32.
Hospitals, 4-31.
Hotels, 5-32, 1-33, 5-33.
Human Interest in  Tax Cases, 4-29, 11-29, 4-30, 9-30, 
7-31, 8-31, 11-31, 3-32, 4-32, 5-32, 6-32, 8-32, 10-32,
11-32, 12-32, 1-33, 3-33, 5-33.
Humor, 4-29, 5-29, 6-29, 7-29, 8-29, 10-29, 4-30, 5-30, 
7-30, 8-30, 11-30, 12-30, 1-31, 3-31, 4-31, 5-31, 6-31, 
7-31, 8-31, 9-31. 12-31, 1-32, 3-32, 4-32, 5-32, 6-32, 
7-32, 8-32, 12-32, 1-33, 2-33, 3-33, 5-33.
I
Im partia lity  of Auditors, 4-29, 5-30.
In k , 7-29, 1-33.
Installation of Machinery, 4-29.
Installment Accounts, 7-31, 1-32.
Insurance, Fire, 6-29, 8-29, 10-29.
Life, 2-29, 11-29, 5-30, 1-32, 5-32, 11-32. 
Intercollegiate Accounting Society, 10-32.
Interest Tables, 8-29, 8-31, 11-31, 1-32.





Jun io r Accountants, 8-29, 3-31, 4-31.
L




Laughs of the Month— see Humor.
Lawyers, 8-30, 4-31, 12-31, 7-32, 3-33, 4-33.
Leases and Leaseholds, 5-29, 12-29, 2-30, 2-32, 9-32, 
3-33, 4-33, 5-33.
Ledger— Double Column, 3-25, 6-29, 10-32.
L ife  Insurance Statements, 2-29.
Lobbying, 4-30.
Lodges— see Fraternal Orders.
Loose Leaf, 12-29, 5-30, 5-33.
 M





M ilita ry  and Naval Service, 6-29, 6-30, 6-31, 7-32, 7-33. 
Mistakes— see Errors.
Monopoly, 8-32.
Moving Picture Industry, 8-31.
Municipalities— see Governmental Accounting.
Museums, 9-29, 2-31.
N
Names, Confusion of, 3-29, 2-32, 2-33.
Natural Business Year, 3-30.
Navy, 7-29, 8-29, 10-29, 6-30, 12-30, 7-31, 10-31, 12-31,
3-32, 4-32, 5-32, 7-32, 8-32, 2-33.
Negroes, 11-29.
News— Value of, 3-29, 11-31.
New York City, 7-32, 8-32.
Colleges of Commerce in, 3-29.
Courts in, 7-30.











Phi Beta Kappa, 2-29, 3-29, 4-29, 5-29, 6-29, 8-29.
11-29, 12-29, 2-32, 3-32, 4-32, 5-32, 8-32, 4-33. 
Philosophy, for Accountants, 3-33, 6-33, 7-33. 
Philosophy, Doctor^ of, 3-29, 5-29, 8-29, 2-32.
Poetry, 3-29, 11-30, 8-31, 10-32, 3-33.
P o s t, N e w  Y o rk  E v e n in g , 2-29, 3-29, 7-29, 10-29, 1-30,  
2-30, 4-30, 5-30, 6-30, 2-31, 11-31, 4-32, 5-32, 
7-32, 8-32, 11-32.
S a tu rd a y  E v e n in g ,  3-30, 4-30.
Postage, 1-30.
Private Practice, 2-29, 3-29, 3-31, 2-32.
Problems, 12-29, 10-30, 5-31, 8-31.
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Psychology, 9-30.
Purchasing Agent, 2-31. 4-31.
Purpose of the Shop— see Talking Shop, 2-29.
R
Radio, 11-29, 8-30. 1-31. 1-32, 5-32, 1-33, 3-33, 4-33. 
Rare Books— see History.
Ratios, 3-30.
Reading for Pleasure. 4-29, 6-29, 7-29, 8-29, 10-29,
11-29, 1-30, 4-30. 6-30. 3-31, 1-32, 3-32, 10-32, 11-32,
12-32.
Realty, 9-28.
investments in, 6-29. 
accountants' investment in, 10-29. 
accounting reports of, 3-30. 
build ing and loan association, 7-30. 
and income tax, 8-30, 6-32.
B.T.A. cases, 10-30. 
valuable book on. 7-31. 
sundry, 8-31. 9-31, 8-32, 9-32, 8-33. 
court decision, 12-31.
Florida boom, 6-29, 10-30, 1-32. 
pamphlet on. 4-32. 
radio talk, 5-32, 9-32. 
moving about, 1-33.
Reconciliation— Cash, 7-29, 6-30.
Records, 3-29.
Relativity Theory— as applied to audits, 3-30, 7-33. 
Repairs and Replacements, 11-29.
Reporters, 2-32.




Reviews, Book, 8-29, 10-29, 11-29, 11-30, 7-31, 3-32,
6-32, 10-32.
Rights, Stock, 8-29.
Rotation of Auditors. 9-30, 2-33.




Safe Deposit Vaults, 2-30.
Salesmen and Salesmanagers, 2-31. 3-33.
Sample Case, 3-29. 7-29, 4-30, 6-30.
Schools, Accounting for. 4-29.
Normal, 2-29.
Security Records. 3-29.
Selling Ability, 7-29, 3-33.
Services, Tax, 5-29.
Shakespeare. 10-26, 10-29.
Shop Talkers, The. 10-28. 8-30, 9-30, 10-30, 11-30,
12-30, 1-31, 2-31. 3-31, 5-31, 6-31, 9-31, 12-31, 1-32, 
2-32, 3-32. 4-32. 5-32, 6-32, 7-32, 8-32. 11-32, 1-33,
2-33, 4-33. 5-33. 6-33, 7-33, 8-33.
Sigma X i, 5-29. 8-29, 2-32, 7-32, 4-33.
Signatures, 5-30, 3-31.
Society Year Book and Directory, 3-29.
Soliciting— see Advertising.
Stamps, Audit, 3-29.
Stamps, Revenue, 10-28, 12-29.
State Societies. Importance of. 7-29. 1-31, 9-31.
Visits to, 11-29, 3-32, 1-33, 4-33, 6-33. 
Statements, 2-29, 7-29.
Statistics, 7-30.
Stock, Dividends, 2-33, 4-33.
Exchange, and brokers' records, 3-29. 
accounting for, 5-29. 






Systems,  3-29 .
T
Talking Shop— see Rules.
Tax Cases, 12-29, 2-30. 3-30, 4-30, 5-30, 9-30, 10-30.
11-30, 12-30, 4-31. 7-31, 8-31, 9-31, 11-31, 12-31, 
1-32, 2-32. 3-32. 4-32. 5-32, 6-32, 8-32, 10-32, 12-32, 
1-33, 2-33, 3-33, 4-33, 5-33, 6-33.
Taxes, Federal, 7-29. 7-33, 8-33.





Terminology. 4-29. 1-31, 2-31, 3-31, 4-31.
Theatre, 8-29, 4-30. 12-30, 7-31, 9-31, 3-32, 7-32, 4-33.
T im es, N e w  Y o rk ,  2-29, 3-29, 4-29, 12-29, 2-30, 3-30, 
7-30, 10-30, 11-30, 2-31, 6-31, 7-31, 9-31, 3-32, 7-32,
7-33, 8-33.
Time Reports, 2-30, 1-33.
Tobacco Industry, 3-29.
Totals, T ria l Balance of, 8-32.







Washington, City of, 3-29, 8-31, 11-31, 1-32, 5-32, 7-32,
3-33.
Water Works, 11-29.
Warehouses (Storage)-— Foley, 4-30, 10-32.
Y
Yale University, 3-29, 4-29, 3-32.
NO TES
Recently the announcement was made that 
the District o f Columbia Bar Association had 
decided to conduct a newspaper advertising 
campaign, advising the rewriting of w ills 
where banks which had been closed were 
named as executors. I t  is expected that this 
w ill be the first step in a program of public 
education on legal safeguards which w ill be 
sponsored by the District Bar Association, 
and the statement is made in the first an­
nouncement that it w ill have the support of 
the American Bar Association. The Associ­
ation has also decided to reinstate, for a 
limited period, its members who had been 
dropped during this depression period for 
nonpayment of dues.
Public Administration Service, formerly des­
ignated as Municipal Administrative Service, 
with offices at 850 East 58th Street, Chicago, 
has recently issued a sixty-page monograph 
on "Municipal Debt Defaults, Their Preven­
tion and Adjustment.”  The editing of the 
same was entrusted to Carl H. Chatters, the 
Executive Director o f the Municipal Finance 
Officers Association. I t  is listed as publication 
No. 33 and may be obtained at a cost o f 50 
cents. Accountants having governmental units 
as clients w ill find much valuable material in 
the monograph.
The headings o f the chapters are: The Ca­
pacity to Pay Debts; How to Approach the 
Problem of Adjustment; The Causes of De­
fault; Lessons from Previous Eras of De­
fault; Foreseeing Debt Troubles; Refunding 
as a Solution o f Debt Troubles; Making M u­
tual Agreements; Facts for Studying Debt 
Problems; Governmental Debt Scaling, an 
Economic Complex.
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Questions and Answers Department
E d it o r , W . T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to Problem 4, o f November, 1932, 
Examination Questions, published on page 
749 of the December, 1932, issue.
PROCEDURE OF SOLUTION 
A  reading of this problem w ill indicate 
immediately the necessity of analyzing the 
1931 Profit-and-Loss Statement to show the 
"make-up”  of the profit or loss on the sales 
of Products A  and B separately, as the problem 
is principally one o f comparison of the results 
of producing and selling Product A.
As a first step in the solution, the candidate 
may prepare a schedule similar to the "Analy­
sis of Gross Profit— for the year 1931’’ as 
shown herewith. This statement shows clearly 
that while there was a gross profit o f $37,- 
181.30 made on the sales o f product B, such 
profit was reduced because of a loss on Prod­
 
uct A  of $16,551.36. During 1930 the sales 
of Product A  resulted in a gross profit of $31,- 
479.83, so the profits on this product have 
declined in the sum o f these latter two figures, 
or $48,031.19.
Here the candidate should recognize the 
possibility of three factors contributing to this 
result as follows:
(1) a decline in the selling price
(2) a decrease in the number o f units sold
(3) an increase in the manufacturing costs
The detailed calculations of factors (1) and
(2) are included in the "Analysis o f Decline in 
Gross Profit” — the principal statement in this 
solution.
The follow ing calculation which may be 
shown as a "side”  calculation furnishes the 
percentages for determining the increase in 
the manufacturing costs:




























T o ta ls ................... $165,269.08 84% $140,686.52 102%
Gross Profit (or Loss*) . . . $ 31,479.83 16% $ 2,758.56* 2 % *
These increases in percentages may now 
be applied to the figure of $137,927.96 to 
effect the third portion o f the "Analysis of 
Decline in Gross Profit”  Statement, thus com­
pleting the accounting for the decline of $48,- 
031.19 in profits as a result of producing and
selling Product A.
From this figure, the gross profit on Product 
B (previously calculated as $37,181.30) may 
be deducted to show the net decline in 
gross profit o f $10,849.89 ($31,479.83 —  
$20,629.94.)
THREE BOOKS WORTH HAVING
NEW YORK C. P. A. LAW QUESTIONS with ANSWERS
by A. Lincoln Lavine, Fabrikoid Bound . . . Price $4.75
This book, the first of its kind ever published, contains all the law questions 
asked of C. P. A. candidates in New York State in 35 examinations during the past 
18 years — over 500 questions in almost all branches of substantive law — arranged 
and classified into convenient subject headings and answered with adequate citations 
of cases. The work is not only of indispensable use to C. P. A. candidates but with 
its complete index furnishes an excellent manual for the busy practitioner and a text 
for courses in commercial law.
ESTATE ADMINISTRATION and ACCOUNTING
by Chester J. Dodge, Fabrikoid Bound . . . Price $5.50
Auditor of Accounts, Surrogate’s Court, New York County.
Quoting from the New York Law Journal:
“ . . . Professor Dodge’s book is particularly valuable in that it discusses in 
detail the questions constantly arising in the course of the administration of the 
estate and on the preparation of the account. A large percentage of the cited cases 
are those decided in the past few years, so that the book may be said to concern itself 
principally with questions which are now of special and current interest to attorneys. 
. . . One feature of this work not to be found in other books on surrogates’ practice 
is the printing of complete schedules and computations as additional aids in the 
explanation of the intricate subjects considered.” N O W  IN  IT S  T H IR D  
PR IN T IN G . .
STANDARD TEXT PRESS, 186 Joralemon Street, Brooklyn, New York
Please send me the fo llow in g:
□  C. P. A. Law Questions and Answers $4.75 □  Estate Administration $5.50
□  Outline of Audit Procedure $2.50
□  for which I enclose $............................. , delivery to be free.
□  for which I shall either return the book within 5 days or I shall remit the price stated 
above, plus delivery charges.
S IG N E D .............................................................................................................................................................................
C O N N E C T IO N ..............................................................................................................................................................
A D D R E S S .........................................................................................................................................................................
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED  PUBLIC ACCOUNTANT
OUTLINE OF AUDIT PROCEDURE
by Thomas J. Hogan,
Malachi A. Finnen. Cloth B o u n d ................Price $2.50
A manual of audit procedure with the necessary audit steps in tabulated form 
for the average type of audit. Complete instructions for preliminary surveys of 
audit engagements, together with confirmation forms for customers, banks, and 
stock brokers are given in the book. Increased efficiency in the accountant’s own 
office can be effected by use of forms illustrated; such as accountant’s time sheet 
for field work, time sheet for principals and office workers, special ruled client’s 
ledger account and application for employment forms.
These books are on sale at leading book stores or send orders with remittance to the publisher.
Free delivery on orders accompanied by remittance.
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CHANSON SPECIALTIES COM PANY 
A n a l y s is  o f  G r o s s  P r o f it  
For the Year 1931
Totals Product B Product A
Sales ..............................................  $224,625.16 $100,490.00 $124,135.16
Cost of Sales:
Materials .................................... $ 79,170.55 $ 28,137.20 $ 51,033.35
L a b o r..........................................  82,421.72 23,112.70 59,309.02
Factory Overhead .....................  42,402.95 12,058.80 30,344.15
Totals ............................... $203,995.22 $ 63,308.70 $140,686.52
Gross Profit (or Loss*) ............. $ 20,629.94 $ 37,181.30 $ 16,551.36*
CHANSON SPECIALTIES COM PANY 
A n a l y s is  o f  D e c l in e  i n  G ro ss  P r o f it  
Between the Years 1930 and 1931
P r o d u c t  A
Decline of 10% in selling price:
Total sales (1931) .............................................................  $224,625.16
Less— Sales of Product B ................................................... 100,490.00
Sales of Product A ................................................. $124,135.16
Sales of Product A  (1931) at 1930 unit
prices-------($124,135.16 ÷ 9 0 % ) ..............  137,927.96 $13,792.80
Decrease in number of units sold:
Sales— 1930 ..........................................................................  $196,748.91
Sales— 1931 (at 1930 unit prices) ....................................  137,927.96
Decrease........................................................... $ 58,820.95
Gross profit on 1930 basis (16% of $58,820.95) ........  9,411.35
Increase in manufacturing costs:
Material— 5% of $137,927.96 ........................................  $ 6,896.40
Labor— 10% of $137,927.96 ..........................................  13,792.80
Factory Overhead— 3% of $137,927.96 .........................  4,137.84 24,827.04
Total decline in gross profit on Product A . . $48,031.19
P r o d u c t  B
Gross profit realized on sales o f Product B .......... ............................................  37,181.30




A  Manual on 
Audits, Systems, and Income Taxes
BY LEE M cG INLEY, C.P.A.,
C hairm an , M ich ig an  State B o a rd  o f  A ccoun tan cy
O f great aid to professional accountants, auditors, 
C. P. A. candidates, and accounting students.
A cyclopodia of accounting knowledge —  a super­
condensed compendium of facts, ideas, procedures, 
and information. T hree sections correspond with 
the three phases of professional accounting work, 
as fo llo w s:
A U D IT IN G . An outline of recommended standard 
auditing procedure, extending from  the preparation 
of the w ork program to the rendering of the form al 
audit report. Gives due cognizance to recommenda­
tions of the A m erican Institute of Accountants and The A m erican Society of Certified 
Public Accountants, and presents many original ideas that are of interest and practical 
benefit to the accounting profession.
S Y S T E M A T IZ IN G .  A  complete program of practice or education in accounting prin­
ciples. Presents a classification of accounts and ten special basic form s that may be 
adapted to any mercantile or m anufacturing business regardless of size, and then applies 
them to actual businesses for illustrative purposes. Outlines a system for a manufacturing 
business that embodies a simplified method of ascertaining costs. Shows how the synoptic 
journal principle may be applied when practicable.
IN C O M E  T A X E S .  A complete list of items of taxable income, non-taxable income, 
allowable deductions, and unallowable deductions. Also inform ation and reference m aterial 
pertaining to methods of accounting, statutory basis for capital assets, earned income, net 
losses, stock rights transactions, etc., etc., as well as general provisions pertaining to the 
filing of returns, personal exemptions and credits, and computation of tax.
Public Accounting P rocedure  is indispensable to practitioners, staff members, and C. P. A. 
candidates; also an ideal foundation for lesson and lecture material.
PUBLIC ACCOUNTING PROCEDURE — SE M I-FL E X IB L E  COVER 
GOLD LETTERIN G 
Single copy price, postpaid, $2.50
THE GREGG PUBLISHING COMPANY
New York Chicago Boston S an  Francisco Toronto London Sydney
U SE T H IS  COUPON -
copy of P U B L IC  ACCOUNTING
THE GREGG P U B L IS H IN G  COMPANY,
2 7 0  M a d i s o n  A v e n u e , N e w  Y o r k , N .  Y .
For the enclosed remittance of $2.50, please send me 
PROCEDURE.
I t  is understood that the fu ll purchase price w ill be refunded, provided the book is returned 
in good condition w ithin ten days from the date it  is received.
Name-
P r o f e s s i o n a l  o r  B u s i n e s s  C o n n e c t i o n ----------------------
S t r e e t  A d d r e s s ---------------------------------------------------------- C i t y
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B O O K  R EVIEW S
A c c o u n t in g  a n d  B u s in e s s  P r o c e d u r e  f o r  
H o s p it a l s , p repared  by New Y o rk  C o n fe r­
ence on H ospital A ccou n tin g , H erb ert R. 
Sands, C .P .A ., C onsultin g  A ccou ntant. P u b ­
lished by U n ited  H osp ital F u n d  o f New 
Y o rk , 1 2 2  E ast 2 2 n d  Street, New Y o rk  
City. 1 9 5  pages.
In  preparation for this book information 
was sought and obtained from hospitals 
throughout the country which had made not­
able advance in accounting and costing meth­
ods. The accounting recommendations o f the 
American Hospital Association, the Cleveland 
Hospital Council, the Welfare Federation of 
Philadelphia and similar organizations in other 
cities were studied. So also were the reporting 
systems which some of the State governments 
required of voluntary hospitals. Finally an in ­
tensive field survey was made of twenty volun­
tary hospitals of various sizes and types of 
New York City. An endeavor was made to 
select the good procedures from the bad and 
the best from the good. When two methods 
were believed to be equally satisfactory both 
are described, no arbitrary ruling being laid 
down. Many instances w ill be found in the 
text where one method is described for a small 
or medium-size hospital and another for a 
large hospital; likewise one method for hos­
pitals where certain conditions exist, and 
another method for hospitals having other 
conditions.
The book is divided into four parts: Recom­
mendations, Accounts, Statistics, and Pro­
cedure.
P u b l ic  A c c o u n t in g  P r o c e d u r e , by Lee M c­
G inley, C .P .A . Published by T h e  G reg g  
Publishing C om pany, 2 7 0  M ad ison  A venue, 
N ew  Y o rk . 1 6 9  pages. P rice  $ 2 .5 0 .
A cyclopedic style of presentation has been 
adopted throughout the manual. A ll defini­
tions, classifications, and comments are based 
on practical rather than on theoretical con­
siderations. The subject matter has been 
especially arranged for the use of accountants, 
auditors, and advanced accounting students; 
consequently, a knowledge of underlying prin­
ciples on the part o f the reader is presupposed.
The book is divided into three principal 
sections: A  synopsis o f the principal points 
that should be considered on audit engage­
ments; An outline of the principles of sys­
tematizing and the application of basic ac­
counting forms; A  general summary o f tax­
able and non-taxable income, allowable and 
unallowable deductions, for Federal income 
tax purposes.
Sy s t e m  I n s t a l l a t i o n  I n  A c c o u n t i n g ,  by 
G eorge J . G eier, B .C .S ., and O scar M au tn er, 
C .P .A ., In structors in A ccou n tin g , School o f  
C om m erce, A ccou nts and Fin an ce, N e w  
Y o rk  U niversity . Published by B u rrell- 
Snow , In c., 6 0  E ast 4 2 n d  Street, N e w  Y o r k  
City. 5 0 0  pages.
This work embraces the follow ing general 
discussions: (a ) A  study of the various func­
tions o f the average business, together w ith 
the standard forms developed to record these 
functional activities and to establish internal 
control; (b )  Discussion of the particular 
methods of audit and survey in order to 
secure data for system structure from the ex­
isting records o f any business and from the 
conditions revealed by the survey of physical 
properties and activities; (c ) A  study o f the 
development of a proper system by combining 
the facts obtained from "b ”  w ith the account­
ing principles presented under "a” ; (d ) D is­
cussion o f the process of presenting the data 
secured through the medium of reports, finan­
cial statements and other physical data to the 
executives, w ith emphasis upon the proper 
methods.
The sections dealing w ith mechanical ac­
counting are exceptionally complete and in ­
teresting.
W il l s , E x e c u t i v e s  a n d  T r u s t e e s ,  by W i l ­
liam  J . G ran ge, m em ber o f the N ew  Y o rk  
B ar, W a lte r  A . Staub, C .P .A ., and E ugene  
G . B lack fo rd , v ice-president, B rooklyn  T ru st  
Com pany. Published by T h e  R onald  Press  
C om pany, 15 East 26 th  St., N ew  Y o r k  City. 
8 4 4  pages. P rice  $ 7 .5 0 .
This book covers the basic facts and rules 
of law relating to w ills and inheritance; how 
and why a w ill should be made; how the 
estates of deceased persons are administered; 
why and how trusts are made and their opera­
tion, and in connection w ith all o f these sub-
 "Yep... .90 columns!" 
T H IS  90 co lum n card is s tr ic tly  a new Powers developm ent. I t ’s 
on ly  good  sense tha t you can do  a 
lo t  m ore  w ith  n ine ty co lum ns than 
you cou ld  w ith  th ir ty - fo u r, fo rty-five  
o r e igh ty-odd. B ut h o w  m uch more?
Back in  1915 P ow ers in t r o ­
duced the use o f  Punched Cards fo r 
accounting purposes. Thus resulted 
a c c u ra c y  a n d  e c o n o m y  w h ic h  
spelled a new  day in  m echanica l 
accounting. S topp ing  there w o u ld  
have been lik e  s tem m ing the tide  
o f a ram pant rive r. W ith  the fetters 
o f custom once shattered, dem and
fa ir ly  dynam ized progress in  devel­
opm ent.
M o re  in fo rm a tio n , better in fo r ­
m a tio n . exh a u s tive  analyses and 
com parisons produced w h ile  th ings 
were happen ing  fo r  use in  d ire c tio n  
ra the r than records fo r  co rrec tion  
T hese  w e re  asked fo r  and these 
Powers gave.
Unless you k n o w  the new Powers 
90 co lum n cards and the new  Powers 
machines that in te rp re t th e ir  v ita l 
records in to  usable facts, you owe 
i t  to  you rse lf to  send fo r and listen 
to  the Powers representative te ll th is
story o f progress. Because the ma­
chines are leased at very nom ina l 
rentals and are m ainta ined and ser­
viced by Powers, there is no loss to 
the user because o f obsolescence.
T h e  P ow ers booklet "MARSHALLING 
F A C T S  F O R  M A N A G E M E N T  
w hich  illustrates a n d  describes the  
various kinds of  P u n ch ed  C ard  A c­
counting E qu ipm en t . . . w ill be sent 
gratu itously to accountants a n d  a c ­
counting executives. W rite fo r  your copy.
P O W E R S  Si
( P U N C H E D  C A R D )
A C C O U N T I N G  M A C H I N E S
D ivision  o f  R E M IN G T O N  R A N D  In c ., Buffalo, New  Y o rk
B A N K I N G :  t r u s t  a c c o u n t i n g ,  i n v e s t m e n t  c o n t r o l ,  s t o c k  t r a n s f e r ,  
g e n e r a l  a c c o u n t i n g .  C H A I N  S T O R E :  i n v e n t o r y  c o n t r o l ,  a u t o ­
m a t i c b i l l i n g  &  a n a l y s i s .  P U B L I C  U T I L I T I E S :  b i l l i n g  
a n d  s t a t i s t i c s ,  i n v e n t o r y  c o n t r o l , g e n e r a l  a c c o u n t i n g .
F E D E R A L ,  S T A T E ,  M U N I C I P A L :  a c c o u n t i n g  a n d  s t a t i s t i c a l  d a t a .  
I N D U S T R I A L  &  C O M M E R C I A L :  distribut ion costs sa les,  analyses  & 
c o n t r o l ,  g e n e r a l  a c c o u n t i n g .  R A I L R O A D S :  c a r ,  f r e i g h t ,  s t a t i o n  a c c o u n t­
ing  a n d  s t a t i s t i c s .  I N S U R A N C E :  l i f e ,  f i r e ,  c a s u a l t y  a n d  f r a t e r n a l .
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jects a carefully selected group of suggestive 
practical forms has been included. There is 
also a detailed treatment o f estate and trust 
accounting, w ith specimen forms of the neces­
sary account books and records w ith instruc­
tions as to their use. The functions o f banks 
and trust companies as fiduciaries is described 
and the federal estate tax and tax payable on 
the income of estates and trusts are treated in 
detail.
Securities Hearings
The first hearings under the Securities Act 
were scheduled for Monday, August 14th. 
One of the two scheduled for the day was, on 
request, postponed until Wednesday. The 
other was a hearing in relation to the applica­
tion o f the Speculative Investment Trust of 
Fort Worth, Texas, organized to deal in specu­
lative investments in  ownership shares of 
national industries listed on the stock ex­
changes.
The hearing was ordered because of in ­
complete and inaccurate information in its 
registration statement. The company had not 
filed a copy of the proposed prospectus. It 
had not f urnished balance sheets and profit 
and loss statements required. I t  had not fu r­
nished a certificate o f an independent account­
ant. There were also three inaccuracies men­
tioned in the notice of the hearing.
The company was not represented at the 
hearing and had requested, the telegram being 
received by the Securities Division of the 
Federal Trade Commission after the time for 
the hearing to begin, a postponement. The 
hearing having been begun and it being the 
last day before the expiration of the time for 
which a stop order, i f  one was to be issued, 
should be issued, the request was denied with 
the comment that it would be possible for the 
company, i f  a stop order followed, to start 
over whenever it got ready.
During the hearing it developed that the 
company had sent through the mails, to Chi­
cago, a printed letter, under date of July 31st, 
fifteen days prior to the effective date of the 
registration, which did contain a "Prospectus 
o f the Speculative Investment Trust, plan of 
cooperative investment for big, quick-profit 
winnings,”  even though no prospectus had 
been filed w ith the Commission. The letter 
was addressed to "Dear Friends and Backers.”
The prospectus carried on its front cover the 
N. R. A. Blue Eagle, a patriotic emblem.
A t the conclusion of the hearing the trial 
examiner announced that he would recommend 
the issuance o f a stop order by the Commis­
sion, which was done. It  would seem as i f  
the issuance of the prospectus and sales letter 
in advance of the effective date and in the ab­
sence of filing the same with the Commission 
should produce, at a later date, criminal ac­
tion.
That the Securities Act is working in the 
right direction is evidenced by the fact that a 
number of registration statements have been 
withdrawn fo llow ing inquiries of the Federal 
Trade Commission o f the issuers, and in  some 
cases the withdrawal has been made even in 
advance of a notice of hearing.
Are You Going to Washington 
to Start the W heels of Y our 
Industry?
W h e th e r it  be in connection w ith  con­
feren ces on In d u stria l Codes o r the  
ad m in istratio n  o f the $ 3 ,3 0 0 ,0 0 0 ,0 0 0  
Pub lic W o rk s P ro g ra m , T he W illard  
is y o u r logical h e a d q u a rte rs— a d ja ce n t  
to
General Johnson’ s Office
Office of Secretary of In te rio r Ickes
Home Loan Bank Hdqtrs.
Farm Loan Board
Public W orks Budget Hdqtrs.
New Commerce B u ild ing  
Office of Postmaster General Farley 
T h e  W hite House Offices
Railroad A dm in istra tion
WILLARD HOTEL
“ T h e  R e s id e n c e  o f P r e s id e n ts ”
14th and Pennsylvania Avenue 
Washington, D. C.
H. P . S o m e r v i l l e , M a n a g in g  D ire c to r
Classified Advertisements
C E R TIF IED  P U B LIC  ACCOUNTANT desires posi­
tion as chief accountant or assistant. Has thorough 
knowledge of accounting procedure; six years as senior 
accountant w ith  a C.P.A. f irm ; eleven years as chief 
accountant w ith  a m anufacturing company. American, 
Protestant, and married. Address, K-308.
How Can I—a Business Man— 
Really Learn Law at Home?
YOU are not alone in asking that. Practically every man has seen 
where know ing law  would have 
helped his success. T he structure of 
business is held together by legal 
relations— and the man who knows 
law has a distinct advantage— for 
himself and his firm.
Again, countless occasions arise 
outside of the office— leases, insur­
ance, inheritance questions, domes­
tic affairs, taxes and trust agree­
ments are but a few— on each of 
which you may lose unless you know 
something of law.
Again, legal training gives you 
what the business world prizes highly 
and rewards liberally— a keen, ana­
lytical mind, the ability to  judge 
shrewdly and to  act with surety.
B ut whether you want law for per­
sonal and business values, or intend 
to prepare for a bar examination, 
the same problem confronts you. 
How can you acquire th a t knowledge?
You can’t  go back to school or 
spend years in a law office. But 
there is one road open to you—  
home study— a road that some of the 
greatest leaders have traveled —  
men like Lincoln, G rant, Disraeli, 
Jo h n  M a r s h a ll, C oo lid g e— who 
mastered this important subject in 
hours that otherwise would have 
been wasted.
I t  can be done, of course— thou­
sands have done it— yet what you 
want to know is— can you reason­
ably hope to do it? W ill it  hold your 
interest, or will you find it drudgery? 
And— most important of all— will 
you really benefit by it?
You are quite wise in asking these 
questions— in holding your decision 
until they are answered.
And these paragraphs are written 
to help answer your questions so far 
as LaSalle law training is concerned. 
Let’s get right down to facts.
T h ese b ook s are  
FREE— 
a sk  for th em
80,000 Others 
Have Proved It for You
First: LaSalle has been successfully 
training men and women in law for 
tw e n ty -fiv e  y e a rs  —  m ore th a n  
80,000 individuals. Some of these 
are now su ccessfu l law yers and 
judges— others are owners of busi­
ness, presidents and general man­
agers, department managers, etc. 
T h e ir  nam es and addresses are 
readily available for your direct in­
vestigation.
Second: Out of this experience in 
training so many, LaSalle naturally 
has p erfected  th e  m a te r ia l and 
methods of teaching law by home 
study. No m atter what your situ­
ation, your handicap, your educa­
tion, your needs and desires, etc.—  
we have already trained some man 
in similar circumstances.
A  Most Remarkable 
Law Library
T h ird : Since text books are of such im­
portance in any study of law, the LaSalle 
Law Library was prepared by more than 
twenty law professors—leading teachers 
in  our greatest resident law schools—and 
three lawyers. Five of these professors— 
including the editor-in-chief—have been 
deans of their schools. One of the edi­
tors is now president of a great state 
university. Also, among the writers of 
the special lectures are two U. S. Senators, 
a former U. S. attorney-general, and a 
Supreme Court Justice of the State of 
New York.
More, these men—in preparing this 
L ibrary—kept in mind always that i t  
was to be used for home study. They 
knew i t  was for men like you—busy men 
who would study i t  at night, on trains, 
in spare moments in offices or stores— 
men who must find i t  clear and engaging, 
yet complete and reliable. So they wrote 
directly, simply, interestingly.
Problem Method Interesting 
and Practical
F o u rth : This training is persona lly  ap­
plied to you under lawyer-instructors, 
members of the bar who give f u l l  tim e.
These men check your work, guide you, 
and instruct you at every step according 
to your individual needs. You study 
under a definite, clear-cut plan involving 
continual use of the Problem Method. 
Thus you learn by actually handling 
legal problems, analyzing cases, and mak­
ing  legal decisions — no t by merely 
memorizing rules.
F if th :  In  certain permitted states, each 
year, LaSalle-trained men pass the bar 
examination w ith honor. And if  you are 
interested in Law for your business suc­
cess—as most of our members are—we 
would like you to read a booklet called 
“ Evidence.”  In  i t  hundreds of business 
men and lawyers tell you exactly what 
this training has meant to them in more 
money and advancement. There is no 
charge for this book. I t  is yours simply 
for the asking. Just fill out and mail the 
coupon below.
W e Have Answered Your 
Questions— 
Now Answer Ours
You have our answers to your questions. 
Now, let us ask you a question—the real 
question—about the size of your am­
bition, and the quality of your deter­
mination.
 For legal training, w ith  all its fascina­
tion and values, is no magic wand for the 
lazy or the fearful or the quitter—it  
offers success only to the alert adult who 
has the courage to face the facts and the 
w ill to carry on. No other should con­
sider law training—or even write us for 
further information.
But if  you ARE tha t man, let us assure 
you that whatever your circumstances, 
your handicaps — we w ill successfully 
teach you Law at home, and help, in 
 every possible way, to turn your study 
into higher pay and advancement.
This may be the opportunity you have 
been waiting for. F ill out and mail the 
coupon today—for the information that 
can open up to you the success of which 
you have dreamed.
No cost or obligation to your request. 
So why not?—NOW.
L a S a l l e  E x t e n s i o n  U n i v e r s i t y  
Dept. 9351-L., Chicago
Kindly send me free copies of your two booklets, 
“Law Training for Leadership” and “ Evidence” to­
gether with full information about your Law Training 
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Conserves her energy...




THE MOTOR RETURNS 
THE CARRIAGE
A mere touch of the "return ”  key, 
which is conveniently located on 
the keyboard, causes the motor to 
return the carriage to the starting 
position, or to any predetermined 
intermediate point. Spacing to the 
next writing line is automatic . . .  
and accurate.
THE MOTOR SHIFTS 
TO CAPITALS
A light depression of the "sh ift” 
key (normally used to shift the 
platen manually) causes the motor 
to shift the platen instantly to the 
upper position. Thus, "shifting'' 
it, instantaneous, light and easy 
. . the motor does the work.
The keyboard is standard—there is no new touch to learn
W IT H  Burroughs Electric Carriage 
 Typewriter—most modern of all 
typewriters—the fast flying fingers of the 
skilled typist need never leave the key­
board. The built-in motor does the heavy 
work, permitting the typist to concentrate 
all her time, attention and energy on pro­
ducing more and better typing.
Burroughs electrically-controlled machines 
in continuous and profitable operation.
See this new machine . . . examine it . . . 
have it demonstrated on your own work, 
in your own office. Or write for illus­
trated, descriptive folder, to Burroughs 
Adding Machine Company, 6419 Second 
Boulevard, Detroit, Michigan.
L ik e  a ll B u rro u g h s type­
writers, this new machine is 
built to give long, dependable, 
economical service. It carries 
the Burroughs guarantee. It 
is backed by Burroughs’ own 
worldwide service organiza­
tion which has, for so many 
y e a r s ,  k e p t  a l l  ty pes  o f
B U R R O U G H S
T Y P E W R I T E R
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Upon request, we will gladly maiI our booklet, “How 
to L earn  A ccounting,” to anyone who is interested in  
obtaining full inform ation regarding I .A .S . train­
in g. A ddress the International Accountants Society, 
In c ., 8411 South M ichigan A venue, Chicago, Illinois.
I nternational 
A ccountants S ociety , I nc .
A Division of the 
ALEXANDER HAM ILTON INS T ITU TE
AN outstanding feature of the course 
 in Accounting offered by the Inter­
national Accountants Society, Inc., is 
the Resident Final Examination, which 
each student must pass before his di­
ploma of graduation is issued.
The Resident Final Examination Plan 
was inaugurated in April, 1925, and 
every student enrolled for the ninety- 
lesson I. A. S. Course since that time is 
required, after finishing the work on 
his course, to take an examination held 
under the personal supervision of a 
Certified Public Accountant (or, if a 
C. P. A. is not available, an Attorney at 
Law) either in the student’s home city 
or in an adjacent city.
Just prior to the date of examination, 
the necessary examination questions 
and all blank forms for the candidate’s 
working sheets, schedules, statements, 
and other papers required for the so­
lutions, are mailed to the supervising
C.P. A., as a confidential communica­
tion between himself and the I. A. S.
The examination material is handed 
to the student at the beginning of the 
examination period. It is the supervi­
sor’s obligation to remain with the 
student during the examination and to 
insure that he completes the examina­
tion without having access to textbooks, 
notes, or any outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to the 
International Accountants Society, Inc., 
in Chicago, where final judgment as to 
the student’s eligibility for a diploma 
is made by the Active Faculty.
The same examination is never given 
the second time in the same city.
The Resident Final Examination Plan 
assures prospective employers that
I. A. S. graduates possess a thorough, 
tested knowledge of Accounting.
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The President’s Page
Greetings
By G e o r g e  P r i c e  E l l i s , C.P.A .
G R EET IN G S!
Greetings to those o f you who were not at the convention; greetings again  
to those who w ere!
Looking back at the spirit, enthusiasm, and initiative of the meeting at
M ilwaukee; looking forward  
to  a t i m e  o f  tremendous 
opportunity for the account­
ing profession, I am happy 
indeed to have been chosen 
your leader for a year that 
holds such promise of rich 
accomplishment.
T he new legislation deeply 
concerns us all: but for the 
accounting profession it has 
special significance. It is a 
challenge to us to help busi­
ness find its way through the 
complexities o f the N ew  
D eal; to us as pilots to find 
the true course o f an un­
charted sea. T h at is a task 
that calls not only for tech­
nical skill, but for a profes­
sional viewpoint, m oral cour­
age, and economic statesman­
ship. T he accountant o f these 
days must think straight, have an open mind and a broad understanding o f
G e o r g e  P r ic e  E l l is , C.P.A.
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many social and economic questions. H e must be constructive; he must accept 
social responsibility.
F o r many years we have pushed the development o f accountancy as a pro­
fession, with professional standards o f efficiency and responsibility. W h a t we 
have sought to accomplish by ourselves with im perfect success, is now made 
imperative under the new legislation. T he skilled technician who is no more 
than a technician is out o f step with his age. T h e accountant o f this day of  
economic revolution, must be a technician, yes, but m ore than that, he must 
be an economist, a business man, a financier, a business engineer and a states­
man.
T he m ore one studies the legislation o f the last six months, and its im­
pact upon business, the m ore surely one is convinced that a very large part 
o f the burden o f successful administration will rest upon the accountant’s 
shoulders. W e  will play an important part in policing the codes. It may, 
perhaps, com e to pass that an audit report which ignores code provisions or 
refuses to check upon compliance, will be as w rong as one that omits con­
sideration o f capital, debt, and taxation. As a profession we may have to face 
the fact that codes become an addenda to current industrial law. and, as such, 
may enter into our every reckoning.
Before policing, however, there is the need for accounting advice in the 
form ulating o f codes. T h e ultimate definition of cost which becomes a factor 
in every code, must com e from  the accounting profession. T he present con­
troversy over the policy o f N .R .A . hinges in part upon the fact that many 
business men do not know their costs; and in part upon the lack o f definite­
ness and unanimity among accountants as to the elements in cost.
T he social responsibility o f the accountant rests not only upon his duty 
to police the new industrial law, but even more— to my way o f thinking—  
upon the constructive interpretation he puts upon the vague or ambiguous 
provisions o f the statute. H e must decide not only what the law is, but also 
w hat it should be, and clarify in interpretation. T he greatest lawyers have 
always been those who "interpreted.” It is said o f Daniel W ebster that he 
considered not only w hat the law was, but w hat it ought to be, and before  
he accepted a retainer, decided whether the contention o f  a client ought to be 
sustained. T h at is the kind o f ethical spirit that must dom inate the accountant. 
H e must have, in H uxley’s phrase, "a  fanaticism fo r veracity,” but that verac­
ity must be m ore than adherence to the letter.
Elsewhere in this issue, you will find the announcement of the creation of  
a committee for developing a Federal Securities A ct procedure. T he procedure 
when adopted will have the specific value o f protecting the conscientious 
accountant from  unwarranted attacks, without relieving him of the liability 
he ought to accept. M ore than that, it will set up machinery for an expert con­
sultant board and for expert testimony, upon the m oot questions o f the law ’s 
operation. This is a highly desirable step especially with regard to a statute 
o f such dangerous implications as the Securities A ct. B ut w hat is thus accom ­
plished with respect to new legislation must also be m ade applicable to the
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problems o f general practice. T he profession must be a bulwark behind the 
individual at all times. F o r one m an’s accounting success is valuable only so 
long as the profession is behind him and is itself exalted in the esteem o f  
our fellows.
Let us not be mislead by the emergency character of the "N ew  D eal” 
legislation. T he law is not final; modifications and adaption are taking place; 
some o f the law may expire with the emergency period. But equally certain, 
I believe, is the fact that a substantial element will remain permanent in our 
social-economic life. T he accountant’s new responsibilities are not, therefore, 
a m atter o f a year or tw o; they are abiding and increasing. In so conspicuous 
a position the profession cannot afford to compete any longer upon a price 
basis. As surely as one ultim ate accomplishment o f  the industrial self- 
government will be to subordinate price to quality, so surely, the accountant 
must stress quality, rather than price in his professional service.
President’s Address*
By R a l p h  W .  E . C o lb , C .P .A .
M r. Chairman, H onored Guests, Officers and Members o f T he American 
Society o f Certified Public A ccountants; follow ing precedent which has been 
long established by this Society, it becomes my privilege at this time to ad­
dress you.
It was with a particular and peculiar pleasure that I listened today to the 
words of welcome from  our cordial hosts, and I am sure that you will agree 
with me when I say that it is with pardonable pride that I am privileged to 
preside over the Annual M eeting o f this Society held in this city, because 
Milwaukee is the city o f my birth. A t this point I presume it would be per­
fectly proper for me to voice a few enthusiastic remarks about the State o f my 
adoption, but out o f consideration for you, I will at this time, at least, refrain.
Reference to the written record develops the inform ation that my honored 
and respected predecessors in office have so ably dealt with the organization, 
the history and the ideals o f this truly American Society as to leave nothing to 
be accomplished or desired in those directions. I shall, therefore, attem pt to 
deal briefly with some o f the happenings during the fiscal period just closed.
Before doing so, however, it will, I believe, be proper for me to make again  
an acknowledgment o f the honor which this organization has conferred upon 
me. A  year ago you elected m e to the presidency, and at that tim e I endeavored 
to express to you my appreciation o f the honor which was conferred and at 
this time I desire to complement that brief acknowledgment, knowing full well 
that all that has been or might be said would be inadequate to convey my full 
appreciation o f the privileges which have been mine.
A  year ago I left the halls o f our conferences with high hopes and full 
determination that no effort would be spared or stone left unturned to prom ote
*A nnua l M eeting o f The Am erican Society of Certified P ub lic  Accountants, M ilwaukee, 
W isconsin, September 19, 1933.
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the forw ard progress of T he Am erican Society. N ow , as I shall soon place in 
the hand o f my successor the gavel of authority, I am proud to say that our 
profession has shown a steady development.
Illuminating the dark pages of discouragement, there shines forth a brilliant 
record o f faithful perform ance and high achievement. N ot for one moment 
dare I claim credit for any o f these things which have been accomplished, ex­
cepting as it has been my privilege and pleasure to have had voice in the selec­
tion and appointment of those able and willing committees to whom is due 
credit for our advancement.
It has also been my privilege to be a passenger, if you please, upon a ship 
whose progress has been most certainly and surely forw ard toward the port of 
accomplishment, and to some of my fellow passengers upon this voyage, I 
desire today, to express appreciation. T o the officers of The Society, to the 
members o f the Executive Committee, to special committees, to Advisory Com ­
m ittee members, to the chairmen and members of all the working committees, 
and to those members o f The Society who, during the past year, have so un­
selfishly cooperated in the various activities, I do here now publicly express 
sincere thanks, not only upon my own behalf, but also as spokesman for our 
entire membership. Certainly, no president ever had m ore loyal, faithful co­
operation, no m ore willing and friendly assistance, than have I . It is impossible 
for me to adequately convey the credit due all those whom I have mentioned.
A t Indianapolis the first Executive Committee to be selected under the 
amended Constitution cam e into being, and the manifold benefits and advan­
tages available through operation o f this committee during this first year con­
firm with certainty the wisdom and propriety demonstrated in its creation. The  
viewpoints developed and suggestions made have been invaluable to both the 
President and the Secretary.
It would indeed be highly improper for me to attempt to single out any one 
of these many individuals, to discriminate or attem pt to give one m ore praise 
than any other, were it not for this one fact, that in the whole field of profes­
sional practice and in the whole realm  o f more than twelve thousand certified 
public accountants in these United States, there stands out the name of one man, 
who has, in my opinion, m ore highly served than all the rest, and to this man 
there is due, not only the note o f appreciation, the heartfelt thanks o f the mem­
bers of this Society, but there is an obligation due him from  all professional 
accountants— certified and public— wherever they may be. Through times of 
deep discouragement, under conditions most adverse, this man has, by his un­
failing good nature, dispassionate opinion and impartial judgment, conspicuous 
courage and real self-sacrifice, fendered the most outstanding service to his 
profession. T he gentlemen to whom I refer is that distinguished certified 
public accountant, our highly efficient Secretary, Durand W . Springer. Serv­
ices of the quality he has rendered cannot be adequately compensated. The  
respect and affection of his fellows and the deep satisfaction for work well 
done, which are his, are, I feel free to state, the only reward which he desires.
May I commend for your emulation, his example of unselfish service.
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To provide logical contact with subjects to which allusion has been made, 
it is necessary to delve into the by-gone past, but not so far but that memory 
is still fresh.
Four short bleak years ago our country fell from heights of Golden Pros­
perity to such depths of dark despair that recovery seemed impossible. That is, 
almost impossible. Never yet has this Nation been entirely overwhelmed. W e 
engaged in foreign wars. Whether justified or not, the fact of it remains. The 
effects of it are also with us still.
The fair face of Industry has been marred, the strong body of Commerce 
has been maimed, and the keen brain of Trade has been stunned— demoralized 
— from the frightful after-effects of that undertaking.
Conditions throughout the country were as if everybody had acquired a 
Hollywood headache. In order to properly understand in just what condition a 
Hollywood headache places a man, and for the information of you gentlemen 
here present, it might be well to recite just what it is. It is said that one of the 
more prominent motion picture directors awoke the morning after a "real” 
night-before and saw his pet kitten wandering across the rug towards his bed 
— "Great Scott, cat,” groaned the sufferer, "don’t stamp your feet so!”
The country had made several terrible mistakes. The legislators had been 
unable to supply manna, when, on the edge of the wilderness, appeared a 
Moses in the person of that brilliant, fearless, energetic and optimistic states­
man, President Franklin D. Roosevelt.
Disheartened and worn out, oppressed with the remembrance of unbear­
able losses, the American people welcomed the leadership of their President.
Mentally, politically, physically, the people have given full response to the 
demands of their leader. That same spirit of victory which has put us over 
the top in every national emergency is now exhibited in the buoyancy with 
which all new suggestions are accepted, and in the rapidity of their adoption. 
There is no holding back. The spirit of youth holds us to the course, for we 
are truly on our way— away from despondency to a day of hope and encourage­
ment.
It is said that the Administration is guiding the expression of our people 
into three major trends, towards, first, concentration of political power; second, 
more governmental control and regulation, and, third, "bold experimentation.” 
But the objective of all effort is toward a new meaning for democracy.
Industrial, mechanical and social changes of past decades had so entirely 
changed the national set-up, that we found ourselves driving, but without con­
trol as to direction. W e awoke to find our destinies in the lap of corporations 
whose shares were owned by a widely scattered public, but whose assets were 
deposited with some bank. Viewing the debacle from behind, we might well 
call this the period of the rise and fall of the banks!
The medicine seems to be an industry and a commerce directed, motivated 
and controlled by Government. So directly contrary is this to the ideas of those 
great and able statesmen of our past history, as to almost make them rise from 
their graves. Still, this Revolution seems acceptable to the public mind! At any
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rate we as an entire nation  are devoting, with feverish activity, our every effort 
to insure success to this Federal supervision.
Law may not reestablish failed industry, but Government control points 
clearly to the benefit of regulation by law. See farm production control, com­
modity price control, control of bank activities, all by virtue of regulating law. 
Doubtless we will also see a completely reorganized banking and monetary 
system made possible by this control, which we have as a people, through 
constitutional channnels, placed in the hands of our most able President.
O f the first trend, we have had a most illuminating example. The President 
with a number of his advisors constitute probably some of the most politically 
astute minds of history, and the Chief Executive himself possesses such self- 
evident capacity that he has been able, almost without asking, to have had 
placed in his hands power far in excess of that ever wielded by any other 
peace-time President.
As to the second trend, there are two outstanding examples with which all 
o f you are quite familiar, and about which we will know more later. I refer 
to the Federal Securities Act and to the National Recovery Act. In the Securi­
ties Act, we have spread as Federal law the first actual legal recognition of our 
profession. Through this law and its attendant regulation there is offered to 
the public accountant an opportunity which exceeds by far, the sum total of 
all those o f the past.
In the National Recovery Act, we not only have additions to our tax laws 
and their requirements, but we have rules and regulations dealing with the very 
life of that trade, commerce and industry whose advisors we are and for the 
service of which we exist.
Pursue to a logical conclusion the reasonable ends in which coding of in­
dustries will result, and we find what? Why, the regulation of the standardized 
pursuits which have to do with the production and the distribution of the neces­
sities o f the nation. That is, the food we eat, the clothes we wear, etc. Those 
pursuits which have in the unregulated past afforded fair, and also unreason­
able, return for effort expended and capital invested.
W here will regulation lead us? To the same end it always has, the one 
operated and directed by Government. Like the Army, the Navy, the Post- 
office Department, there will be officers and privates and slight profits.
From these coded industries then will there not be a transfer, immediate 
and positive, of, the interest and activities o f that group of citizens who need 
the urge of competition, and who possess the necessary initiative? W ith hours 
of labor limited, amount of profits controlled, will the business occupations not 
have lost their competitive zest? So, we approach another conception of the 
new era, a period of artistic expression and development. Art, literature, music, 
already highly developed, as applied to that huge industry Entertainment, are 
to receive the great natural impetus due, when a people devote attention and 
suppressed talent, to their study.
Leisure resultant under the conditions to which we have referred will now 
be available to permit the selection of that channel of expression most natural
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to the individual aspirant.
Real creative effort is the most severe of all task masters. The characteristic 
initiative and abilities of a people such as ours cannot be suppressed.
The fiery furnace of adversity has benefited the nation as it has the individ­
ual. W e lose perspective during prosperity, but adverse conditions cause con­
sideration of the whole of life problems. Any man who seriously considers 
those principles which motivate his acts will be a better, a more efficient and 
a more useful citizen. Citizens of this calibre make the nation great.
Every patriot today is under mental and moral obligation in the adminis­
tration’s army of recovery. Each must discharge this obligation as best he may 
and, we as accountants, should apply ourselves to useful activities within the 
confines of our own profession, until otherwise directed.
The new legislation has given particular emphasis to the needs for fiscal 
periods, calendar simplification, uniformity of certificates, arbitration, etc., 
which subjects have long been endorsed by The American Society. The com­
mittee chairmen will, in their reports, cover the various current activties.
The importance of the activities o f the various committees from the profes­
sion of accountancy can not be over-estimated, and should not be minimized. 
The value of their effort is not only to the members of the committees; nor only 
to the organizations they represent— nor exclusively, to the profession itself. 
The service rendered has been unselfish. The benefit is to the whole of our 
citizenry.
The burden, and the privilege, o f this service should not be borne solely by 
those who have realized the value and importance of professional organization. 
Nor do I mean to insinuate that those who prefer practice as independent indi­
viduals have any desire to evade or shirk responsibilities. Some few have served 
nobly, but, it seems to me, that greater emphasis is placed upon the value of 
concerted action.
There have been, there are now, and there will again be, as never before, 
crises which offer supreme occasion for unified and representative action. All 
practicing accountants should be represented by a committee whose voice would 
be official.
Apparently the most urgent need, at this particular place in the National 
Recovery is that the nation act as a unit. To do this there must be more com­
plete organization. Added— or shall I say as a prerequisite to our obligation 
of service to clientele— there rests upon all accountants, the necessity for 
strengthening the Chapter, the State, and National Societies.
This is no new obligation. It has only been neglected. The imperative need 
should awaken us from lethargy and enable us to overcome our diffident atti­
tudes.
In complete and cooperative organization effort should be thrown every 
iota of intelligence, every particle of courage, we possess. This is the  oppor­
tunity of all time for our profession to take proper place.
W e now may be said to be second in importance, professionally, to the busi­
ness world. Eminent members of that great first profession, the law, have ac­
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corded us the distinction of being invaluable as their assistants.
Between these two groups there should exist, and I sincerely believe there 
does exist, a strong bond of sympathetic cooperation.
There are paths other than those through which business demands guidance. 
These are important, perhaps more so, than any other, i. e., self-training, and 
education of the youth who are to succeed to our opportunities.
Much is written about adult education. Therefore, it must be important; 
also, it is required because of current needs for more efficient and better-trained 
service than is now available.
That man who, in adult years is still maintaining an active, vital and ener­
getic interest in being fitted to meet performance, is truly an example of our 
best citizens.
W hen it comes to paying tribute to those who spend their time in the 
development of our young people, language is lacking in power of expression. 
Those who come after must not only have absorbed the lore of those gone 
before, but must develop greater talent to solve the new ways which must be 
found.
To the care of those who teach, we confide all the future of our children, 
training of mind, development of body. It is my observation that our schools 
and colleges through their devoted and loyal staff members are meeting highly 
the responsibility. For those of our number who thus serve, we are grateful, 
we envy their opportunities, we acclaim their achievements.
How about the junior accountant fresh from university with his degree and 
high ideals of ethical practice. Does he meet with disappointment— is he dis­
illusioned— by the practices prevalent in your office?
Only recently a popular magazine carried an article which, by inference 
chiefly, implied a scathing condemnation of the certified public accountant. 
Most o f you have read it. The material furnished by an investigator of experi­
ence comes so near the truth that we wonder at, and are shocked by, the revela­
tion. Y et if every C.P.A. had always practiced the things he has known to be 
right and proper, and highly honorable; had always disclosed truth as with a 
flaming rod; had never unreasonably qualified his statements, I wonder if our 
caustic friend would have had grounds for criticism.
The most evident single thing which retards the development of accountancy 
is the fact that a large number of certified public accountants are not yet fully 
cognizant of, or imbued with, professional ideals. There are many other 
C.P.A’s who are afflicted with superiority complex to such a marked degree 
that they do not associate. The best of each of these groups must be brought 
to join those men who do feel professional obligations— must be made to see the 
folly of thinking and talking about only their "prestige.” The active members 
of the three groups must be made to feel a missionary responsibility. There is 
but one method of sure progress— that of educating to standards, and— it is 
personal work.
It is not so very long ago that medicine was developing only along individ­
ual lines— the members of that profession experimented even to the death of
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the patient rather than call in a fellow practitioner for consultation. Now, how­
ever, we see the high plane to which medicine has evolved because of the 
change of attitude. The experienced practitioner is in consultation with his 
less experienced fellow— exchanging ideas and knowledge— all for the benefit 
o f the patient and the medical profession.
Our final statement then is that we may not escape individual action. As we 
listen to the masterly papers which it will be our privilege and pleasure to 
hear— as we participate in the various discussions indicated by the program 
prepared, and as we peruse the reports to be presented at this present session, 
shall we not make mental note of those things we can each do? Not some 
one big effort, but each insignificant service which must be rendered to 
make complete the society at home, the fountain head.
The State Society, is the important unit. This has always been the theory of 
The American Society as evidenced by various constitutional changes and 
finally by the amendment to our Constitution last year, limiting future mem­
bership eligibility, to those already members of a State organization. The tie-in 
between State societies and The American Society is, therefore, very close in­
deed. Perhaps we may soon see our representatives elected by State societies, 
at any rate, the present State societies may, and now do, closely cooperate with 
the national activities of The American Society.
Now we have our golden opportunity as a group endeavoring to build up 
a profession. W e now are important in the scheme of business recovery, and 
we either now become established, or we now fail. Why, you ask, have the 
accountants of this country not long since become united?
I make answer. The accounting group is a fit subject for the little girl’s 
prayer— "Oh God, make all bad people good and all good people nice.” 
Admitting, as we doubtless are willing to, that all accountants are good, cer­
tainly does not answer the maiden’s prayer, because all accountants are not 
nice, not even to each other. This, you may say, is a rather bald statement, but 
why not ? Certainly, no successful remedy may be suggested until we first find 
the cause of the ailment. There are many reasons why accountants have not 
been unanimous in opinion or closely cooperative in activities. Accountants in 
the first place are individualistic, often opinionated and egotistical, intolerant, 
proud without reason, and unwilling to recognize equal skill and efficiency in 
others.
I f  I were to offer one suggestion, and hope that it might be expressed in 
the acts of my fellow accountants, it would be that we cultivate tolerance and 
close acquaintance with each other.
There are different minds as to law and its effect— but surely now, with the 
cited examples to be later authoritatively discussed during this session, there can 
be no longer a valid objection to regulation by law. Whether we like it or not, 
the Federal Securities Act and Regulations, furnish federal endorsement of 
the principle which is set up in those ten states where accountancy laws of 
regulatory type are now legal.
Please do not think that I rate too highly the importance of our profession.
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I do not even intimate that we are related to members of the "brain trust” of 
this country. But we are  servants to business. W e are relied upon for tax 
guidance, for accounting advice, for business counsel, and after all is said and 
done, even though we are only approximately 12,000 out of 120,000,000, we 
have our distinctive work to do.
Today, that which each citizen may do in a spirit of helpful service is im­
portant. It is just that willingness which constitutes the unquenchable spirit 
o f this nation and has developed the undefeatable genius of the American 
people.
Now in conclusion, a word of caution. W e used to be taught that for every 
action there is a reaction. Doubtless the principle is still true, though differently 
expressed.
On return to the realms of Prosperity, let us remember to turn all "square 
corners” ; and not for get that definition of budget which reads— a method of 
worrying before  you spend instead of afterward. Then, when we are through 
we shall leave to our "successors in interest” the memory of minds freed from 
prejudice and the enjoyment of a profession truly described as strict, fair, im­
pressive and dignified.
A Milwaukee Group
Reading le ft to righ t: P r e s i d e n t - e l e c t  E l l i s ,  S e n a t o r  R o b e r t  M. L a  F o l l e t t e ,  
T o a s t m a s t e r  D i e t z e ,  P r e s i d e n t  C o l e .
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The Securities Act of 1933*
By B a l d w in  B. B a n e , Chief Securities Division, Federal T rade Commission,
W ashington, D . C.
M r. Chairman and Gentlem en: For a long 
time I have wanted to come to Milwaukee. 
O f course, there is a fair going on in Chicago. 
In the office of the Federal T rade Commission 
you work from  about nine o ’clock in the 
m orning until eleven or twelve o ’clock at 
night and cannot see an opportunity to get away 
until there comes along some fellow who 
won’t take "N o ” for an answer, and keeps on 
coming back.
M r. Springer is one of the most persistent 
men I ever saw. H e is a good fellow to have 
with you when you want to come, but I 
imagine he would be a terrible fellow if you 
didn’t want to come.
W h en  M r. Springer first mentioned my 
coming out here, frankly, I wanted to come. 
I wanted to see the smallest baby in the world, 
the biggest elephant, and all that kind of stuff. 
Then I got to thinking that M r. Comer was 
coming too, and what was going to happen to 
the division.
A ll you had to do was talk to M r. Springer 
and those weren’t difficulties at all. H e would 
get out and fix things all right, and he did.
I am delighted to be out here, first, because, 
if for no other reason, I feel that I want to try 
to repay in some measure the service rendered 
by this Society to the Commission when it was 
drafting its original form  under the Securities 
Act.
If you will remember, when we came to 
drafting that form  under the Securities Act, 
we knew that we could not draft a form  to  
meet the requirements of each particular 
security or each particular type of issue. W e  
knew we had to arrive at what m ight be 
termed a shot-gun form .
M r. Springer and one or two others came 
down and kindly offered to give to us the 
services and experience of men from  this So­
ciety who had done that type of work. I very 
nearly fell on M r. Springer’s neck and wept
*  Address at annual meeting o f The  Am erican  
Society, M ilwaukee, W isconsin, September 19, 
1933.
in accepting the offer. H e sent down a com ­
mittee of five.
I want you to know (and this is the first 
opportunity I have had to express this to you) 
that the services o f those men in connection  
with preparing the rules and the form s that 
were first promulgated under this act were in­
valuable. W ithout them we would still be 
drafting forms. True, I learned a whole lot of  
things from  them.
I thought that accountancy was a very exact 
profession, but when I would get one of them  
by himself, he would say, " I f  you do it this 
way, such-and-such a thing is going to hap­
pen.” A nother man would sneak up to me 
and say, " I f  you do it this way, such-and-such 
will happen,” which would be directly the  
opposite. The third one would say, "Y o u  
must do it this way,” indicating some kind of  
a middle-of-the-road approach.
I called Springer up and said, "I  thought 
that when you added two and two together it 
made four, whether or no.”
Springer replied, "N o , you can add two and 
two together to make six.”
I got a better understanding o f the thing  
from  then on. W orkin g with these five men  
I began to realize that if  you took a major 
principle and not too much detail, you could 
get something.
The men from  this Society who were on 
that committee rendered invaluable service to  
the Commission in getting this act started. On  
behalf of the Commission, and particularly on  
behalf of the men who were directly con­
cerned with getting it started, I want to thank  
the Society for giving, as they did, the serv­
ices of those five men for a period of approxi­
mately ten days to two weeks, working from  
nine o ’clock in the m orning until twelve and  
one o ’clock at night, as M r. Springer knows. 
O f course, they would not have had to work  
that long if they could have agreed before­
hand, but since they did not agree beforehand  
it did take them that long.
O f m ajor importance in the concerted drive 
for recovery launched by President Roosevelt
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is the Securities Act o f 1933 which was passed 
at his request and approved by him on the 
27th day o f last May. This legislation aims 
definitely and for good to shut the door 
upon those financial methods of the past that 
wreaked disaster upon thousands of investors 
and destroyed the broad base of public confi­
dence upon which our economic structure and 
our very livelihood depend. As a program for 
the future it  opens the way to a rebuilding of 
public confidence along new lines, along lines 
that promise incalculable benefit not only to 
the great number of investors who have their 
savings to invest, but also to those business 
and industrial organizations which merit that 
confidence and stand ready to deal w ith their 
investors as co-partners in  a common enter­
prise. To those who say that the requirements 
of this Act stand in the way of financial re­
covery the reply is that recovery is impossible 
unless confidence in methods and institutions 
be restored to the great number of large and 
small investors whose savings make possible 
the existence of those institutions. And once 
that confidence has been restored it is unthink­
able that the irresponsible practices of the 
earlier era shall be allowed to lead us blindly 
to the same tragic outcome. To those who 
say that the needed reforms must come from 
w ithin the financial world itself, the reply is 
that the government waited many long years, 
too long some think, for reforms to come 
from that quarter; and when 1929 arrived the 
fu tility  o f that expectation was made so clear 
that we should not again be asked to sit idly by 
still hoping for that which was not to arrive.
Doubtless it  is unnecessary to explain to this 
gathering that the Securities Act of 1933 differs 
in  many respects from the security laws ad­
ministered by you. The sole purpose of the 
Federal law is to require truthfu l representa­
tions o f security issues offered for sale to the 
public. I t  aims to accomplish that purpose by 
three chief requirements: First, that those 
who sell a new issue of securities shall set down 
in  a registration statement and in a prospectus 
the material facts concerning the security; sec­
ond, that purchasers of securities shall have a 
right of action to recover by rescission or in 
damages from those who offer or sell securi­
ties without disclosing tru thfu lly the material 
facts concerning them; and third, that viola­
tion of the requirements as to the filing  o f regis­
tration statements and the furnishing of pros­
pectuses to purchasers may be stopped by in ­
junction proceedings or may subject the vio­
lator to criminal prosecution. I t  is clear to you 
that the Securities Act confers no power upon 
the Federal Trade Commission to control the 
securities that may be sold. The Commission 
is not called upon to pass judgment on the 
soundness or investment value of any security. 
Indeed, there is nothing in the Securities Act 
which prevents the most speculative type of 
security being offered for sale. A ll that the 
Act does is make certain that its highly specu­
lative character shall be made clear to pros­
pective purchasers. Following the injunction of 
the President that no action be taken by the 
Federal Government which might be construed 
as approving or guaranteeing an issue of secu­
rities, this law contents itself w ith bringing 
the whole power of the Federal Government 
to bear in insisting that the facts w ith refer­
ence to an issue shall be an open book to the 
investor.
The outstanding purpose of the Securities 
Act is that fu ll disclosure shall be made of all 
material facts concerning an issue o f securities 
that is offered to the public. I t  stands squarely 
upon the belief that an investor whose savings 
are solicited is entitled to be told just what 
it is he is being asked to do. I t  proceeds upon 
the assumption that those who accept the trust 
o f using other people’s money in the conduct 
of business must let those people know how 
and the purposes for which their money is to 
be employed. Surely there is no element of 
startling radicalism in  this requirement. I t  is 
the simplest requirement of common honesty. 
Common honesty, which consists of telling all 
the truth and not only the savory part o f it, 
is enacted as the legal standard to which those 
who offer securities for public investment must 
conform. The amazing part o f it  is only that 
the enactment of this standard of fa ir dealing 
has brought forth from some quarters the cry 
that it is dangerous and destructive. This, I 
believe, is a cry which comes only from those 
whose hold upon the standards of the old 
finance gives way reluctantly before the more 
candid and more forthright standards of the 
present.
Almost two months have now passed since 
the flotation o f new security issues has been 
governed by the Securities Act. Those two
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months have been months of stress and strain 
for the Federal Trade Commission.
You can believe me that that is true. I 
refer you to Mr. Springer. He has indicated to 
me several times that he thought it  must be a 
stress and a strain when a man as important as 
he was and representing as able and as large 
an organization as he was, had to sit outside 
thirty minutes before he could get in to ask a 
question.
I t  is still too early to give a complete ac­
counting o f the work of the Commission. But 
it is possible now to observe some tendencies 
and to comment upon some apparent effects 
of the Act. I t  is also possible to deal w ith 
some of the issues that the Act has raised, to 
allay some of the genuine misunderstandings 
arising out o f the complexities of the situation 
w ith  which it  has had to deal, and to see truly 
its purposes and the possibility o f their realiza­
tion in the face of a new attempt to insist that 
the morality o f high finance is not the concern 
o f democratic government.
To deal adequately w ith these issues requires 
a few minutes to bring out some of the prin­
cipal features o f the Act. In  order to float a 
new issue it  is now necessary to file w ith  the 
Federal Trade Commission a statement setting 
forth certain prescribed facts which are basic 
to even an elementary judgment upon the 
value o f a security. That statement cannot 
become effective so as to permit the security 
to be offered until twenty days have elapsed 
since its filing. During those twenty days, 
the Federal Trade Commission makes a pre­
liminary check of the statement and i f  it finds 
it untrue or incomplete or inaccurate on its 
face, and the issuer fails to make the necessary 
corrections, the Commission w ill enter an order 
preventing or stopping the sale o f the security.
Falsity in making representations in the 
registration statement is penalized primarily 
by holding the persons concerned in the flo­
tation of a security responsible to the buyer 
for their untruths. Many misunderstandings 
have arisen as to the character o f this liability. 
I t  is placed upon four classes of persons— the 
corporation that issues the security, the direc­
tors and chief officers of that corporation, the 
experts proclaimed as being associated w ith 
the security, who consist primarily o f account­
ants, appraisers, engineers and lawyers, and, 
finally, the underwriters o f the security. Cer­
tain defined statements are to be made by these 
persons or, i f  not actually made by them, these 
persons are held responsible fo r these state­
ments. That responsibility, except for the is­
suer of the security, is not one o f guaranteeing 
their accuracy. By that I mean that the only 
absolute liability under the act is that on the 
issuer.
I t  is one of taking due care that they are 
accurate— that, considering the trust placed by 
investors in  them, they used such care as can 
reasonably be expected of them to check the 
truth of these statements. To be satisfied w ith 
a lesser standard is impossible. To do so would 
be to invite again the misfortunes of an era 
that most of us would like to forget except 
for our determination that we shall build bet­
ter. To say that such a standard is impractica­
ble is to deny experience.
These requirements have been compared, by 
way of criticism of the Act, w ith the methods 
formerly employed in floating securities. The 
critics, or some of them, say that heretofore 
the large banker informed himself at length 
and in great detail o f all the pertinent facts, 
o f more comprehensive facts, indeed, than the 
Securities Act requires on behalf o f investors. 
From these facts the large bankers selected for 
a circular of only four pages the more import­
ant and pertinent facts for the information of 
the public. The contrast is very clear, is it  not ? 
Formerly it was le ft to the judgment of the 
underwriting firms what the prospective in ­
vestors should or should not be to ld ; now it  is 
prescribed by law that at least certain minimum 
requirements shall be met, and that those 
charged w ith this responsibility shall be liable 
fo r the exercise o f due diligence. There is no 
criticism levied against this act on the ground 
that it  aims to inform  the investor; but it is 
attacked because it  takes from the financial 
houses their ancient prerogative of deciding 
what information shall be given and what shall 
be withheld. The answer is, "Let the record 
speak for itself.”
Some misunderstanding has arisen over the 
fact that the standard is couched in negative 
as well as positive terms. Omissions of mate­
rial facts are penalized as well as misstatements 
o f fact. This, i t  is argued, makes for unreason­
ableness because no one can ever be sure that 
he has stated every fact material to the value 
o f a security. But such a contention neglects
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both the w ording of the A ct and its historical 
genesis. Omissions to be a ground for liabil­
ity are those which make actually untrue, state­
ments that are made and are literally correct. 
Congress saw fit to make it clear that half 
truths, which have been the stock in trade of  
many in the recent past, are untruths.
A  second misunderstanding apparently has 
arisen as to the extent of this liability. Fear is 
expressed as to the amount of damages that 
will be recoverable, should a violation occur. 
But the measure of liability is as reasonably 
determined as the nature of the liability. It 
springs not from  mere misstatements but from  
untruths of a material character— from  assert­
ing facts the falsity of which has added values 
where none exist. Losses that do not reflect 
the deflation that the discovery of the truth 
has brought are thrust upon the shoulders of 
those who speculated for gain. But those 
losses that flow from  the reliance of the in­
vesting public in the character o f the state­
ments that the sponsors of the security have 
made, these the A ct shifts to the sponsors 
whose carelessness or malfeasance was their 
cause. This is accomplished by giving the in­
vestor a right to demand back from  any of  
them the price he paid for his security, but 
never in excess of the offering price because 
that value is the outside measure of the spon­
sor’s representations. O r to an  investor who 
has been forced to dispose of his security be­
fore he could avail himself of such a tender, a 
right of damages, measured in the same terms, 
is given.
U nder Section 11 (g )  of the Securities Act, 
the amount recoverable is limited to the price 
at which the security was offered to the public. 
This means that if a plaintiff purchased 100  
shares of the security, his recovery from  the 
underwriter would be limited to an amount 
equivalent to one hundred times the price at 
which each share was offered to the public.
The question as to whether it is at all pos­
sible for an underwriter’s liability to exceed 
the total amount raised from  the public plus 
interest thereon, must be approached with one 
caveat. O ur legal system, adequate or inade­
quate as it may be, on occasions does bring 
about the conviction and execution of the inno­
cent despite the safeguards with which we sur­
round the accused. This question must then  
be reduced to the m ore reasonable one as to
whether such a legal happening is at all likely.
Such an occasion could happen only as the 
result of a series of suits occurring under para­
graph ( 2 )  o f Section 11 (e )  upon the same 
security by different plaintiffs, because, the in­
dividual recovery granted to any one plaintiff 
could not exceed the price at which the security 
was originally offered to the public by the un­
derwriter. Examination of the basis for liabil­
ity under Section 11 shows that liability is rest­
ed upon damage consequent to material mis­
statements or misleading or inadequate state­
ments of a material character in the registra­
tion statement. "M aterial” in this connection, 
as is abundantly illustrated by the cases under 
the English Companies A ct, has a relationship 
to the purported value o f the security as re­
flected in the offering price. O f course, every­
thing that is required to be stated in the regis­
tration statement is prim a facie  material, but it 
takes little ingenuity to find matters required 
to be stated in that statement which, even 
though misstated, could not be deemed as m a­
terial misstatements with reference to the par­
ticular security. Pursuing this thought further, 
one sees immediately that trading losses as dis­
tinguished from  losses due to material, mis­
leading, or inadequate statements as of the time 
of offering the security, afford no ground for 
action. Totaling the form er type of losses in 
the hands of successive holders of the same 
security may very well bring a sum in excess 
of the offering price of the security. But total­
ing the latter type of losses as a maximum can 
theoretically never exceed the price at which 
the security was offered to the public. Thus 
traders whose successive transactions have been 
liquidated prior to the market’s discovery of  
any fault in the registration statement would 
have no claim for market losses. Theoretically 
there may, indeed, be successive actions for 
"faulty registration losses,” but practically one 
doubts whether the first such action will not 
in almost every case absorb the entire amount 
of such losses. Thus both theoretically and 
practically there is no probability of one’s lia­
bility exceeding the aggregate amount at which 
the securities were offered to the public.
This is a summarization of the investors’ 
rights and the sponsors’ liabilities. Its intrinsic 
fairness makes one somewhat impatient with 
the outcries against it. One fails to understand 
the complaints, the legal manifestations o f an
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insistence upon misinterpreting plain mean­
ings, unless one realizes that the irresponsible 
and reckless selfishness that launched the host 
o f unsound securities is not dead. Unlike the 
small stock jobbers who scurry from the reach 
of the law, it often masquerades in  a costume 
o f righteousness, hopeful that beneath its folds 
its past w ill lie concealed.
Fortunately, there are many w illing  to as­
sume the responsibilities o f fa ir dealing. To 
them the Commission has consistently offered 
such aid as it  can. Its attorneys have put their 
knowledge and their experience at the service 
o f all inquirers. Its examiners have worked to 
aid those wishing to comply w ith  its require­
ments, suggesting appropriate amendments, 
offering suggestions to facilitate more adequate 
disclosure, and assisting in the drafting of 
forms responsive to the various needs. But 
such cooperation stops and stops rightly when­
ever there is resistance to meeting the require­
ments of the Securities Act. Five stop orders 
have already been issued and the sale of securi­
ties thereby halted. But more than this, twen­
ty-seven registrants have at the suggestion of 
the Commission withdrawn their registration 
statements to avoid stop order proceedings be­
ing taken against them, thus suspending of 
their own accord the sale o f securities until fu ll 
disclosure is made.
The story of the acceptance o f the responsi­
bilities o f the Securities Act is told somewhat 
in the registrations that have been filed with 
the Commission. To September 12, 227 regis­
tration statements have been filed, 115 of 
which are now effective, 27 o f which have 
been withdrawn, 5 against which stop orders 
have been issued, and 80 o f which are now 
being examined. These registration statements 
cover issues aggregating approximately $226,- 
200,000. The character of these issues varies 
much. First to register were the investment 
trusts— a fact necessitated by the circumstance 
that these organizations are continuously offer­
ing new securities to the public. There fo l­
lowed a series o f highly speculative issues, 
consisting mainly o f breweries, gold mines and 
o il participations. W ith in  the past few weeks, 
staid and conservative issues have been regis­
tered. Similarly recently a number of registra­
tions have been received for certificate o f de­
posit issued in  connection w ith reorganization 
proceedings.
The sequence of these registrations and their 
rapidly changing character was to be expected. 
Hesitation naturally attends new legislation 
and the assumption o f new responsibilities. 
But the speculative pressure in  breweries and 
gold mines, intensified by the times, made flota­
tion of securities in these industries irresistible. 
As the necessities fo r reorganization and re­
financing pressed, registration in  these fields 
ensued, and as hesitation disappeared and un­
derstanding o f the Securities Act grew, new 
and conservative financing appeared upon the 
docket.
In  the face o f these facts, to talk o f a capital 
strike induced by the Securities Act is either 
idle or deliberately intended to falsify. It  
neglects wholly the fact that the state o f the 
capital market is such that financing is hesitant 
fo r reasons that go far beyond the Securities 
Act. Even in issues exempted from the regis­
tration requirements of the Securities Act the 
lack o f financing is apparent. The hesitancy of 
short term financing has become a matter of 
national concern, and only last week the Re­
construction Finance Corporation launched the 
project o f placing one b illion dollars at the 
disposal o f commercial banks at low rates of 
interest in order to stimulate short term financ­
ing o f business requirements. Municipal long 
term issues have practically disappeared. Rail­
road financing, expressly exempted from regis­
tration under the Act due to its supervision 
by the Interstate Commerce Commission, is 
stagnant, and for refinancing the railroads turn 
to the Government and not to the public. These 
facts are significant in demonstrating the shal­
lowness or the motives o f those who proclaim 
that the Securities Act is a brake to needed 
financing.
Comments of this character deserve condem­
nation not only for their absence o f foundation 
in fact but for their want o f a theoretical jus­
tification. The requirements of the Securities 
Act are equally as stimulative o f new and 
sound financing as they are protective o f the 
investor. The facts required to be disclosed are 
neither voluminous nor burdensome except as 
unsound past corporate practices may have 
made them so. Top-heavy and intricate cor­
porate structures, w ith confused and confusing 
layers o f various different types o f securities, 
require many words to tell the story o f the 
relation o f a particular security to the earnings
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of the company. I f  indeed, as has been charg­
ed, it is impossible to secure the information 
required, or the assembling o f a ll the informa­
tion is impracticable in  these elaborate or­
ganizations, then certainly it is time that this 
much at least be made clear to the investing 
public. I f  the ramifications o f finance have be­
come so intricate that not even those respon­
sible for the condition can gather the facts 
concerning it, no apologies are necessary for 
a law that promises to bring this situation to 
light and start us on the road to correcting it. 
But i f  i t  be true that analyzing these m ulti­
tudinous facts be as difficult as a Chinese puz­
zle, shall the unsophisticated investor be re­
quired to gamble his little  thousands that the 
answer is right? Again, from some quarters 
have come complaints that the requirement 
o f independently certified financial statements 
is unduly onerous. But shall we permit com­
panies and their bankers to appeal to the public 
for funds without rendering an adequate stew­
ardship o f their handling of other people’s 
money in the past ? Or i f  in the past the state­
ments that have been made have falsified, shall 
we now say that they have a vested right in 
concealing their wrong? It  is not denied that 
bankers who formerly sought information on 
prospective issues solely for their private en­
lightenment required an independent audit of 
the company’s affairs.
The facts called for in registration state­
ments are concerned for the most part w ith 
two general questions: First, the present cap­
ital structure and financial condition of the 
issuer; Second, the purposes fo r which the 
money contributed by the public is to be em­
ployed. What part of the purchase price paid 
by the public is distributed in commissions or 
profits on the sale of the issue must be told in 
order that the investor may know what net pro­
ceeds w ill be available to the issuer for its 
stated purposes. I f  it  can be said that the 
requirement o f stating such facts w ill hamper 
honest business, then it  must be concluded that 
the unhampered honest business and the in ­
formed investor are incompatible and cannot 
both continue to exist. The idea is preposter­
ous ; it smacks of that specious plea for liberty 
which is a plea for license to do as one may 
wish regardless o f the rights of others.
The legislative program o f the last Congress 
was born out o f the experience o f the last few
years. I t  might be said to focus as a whole 
upon two main ideas. The first springs from a 
determination that the economy o f the nation 
can be ruled by the men who comprise it. It  
turns its back upon the conception of economics 
as at best a dismal science, o f mankind as in ­
capable of averting or altering the economic 
plagues that at intervals overtake a nation. 
And because of the rejection of such a con­
ception, it is hope and not despondence that 
marks our progress. The second idea m ig h t ap­
propriately be termed a moral idea, a realiza­
tion that our ills have been due also to the 
weakening of our moral fibre, leading to easy 
temporizing with traditional and tried stand­
ards of right and wrong. The only act that 
is founded upon a moral background, that has 
been passed in the last twenty years, is the Se­
curities Act. . . . The permeating character of 
such forces was slow to be comprehended, but 
w ith its discovery came a grim determination 
to restore to a numbed national conscience 
some semblance of sensitivity. I t  was of a 
spirit such as this that the Securities Act was 
born, free from the vindictiveness that might 
easily have been attached to it, reasonable in 
its demands and built upon tried experience 
in their formulation. I t  would be idle to pre­
tend that it  does not ask something of the 
security world, but it  also promises much in 
return— the opportunity of creating a true and 
honorable profession by the assumption and 
adequate discharge of public responsibilities.
The Securities Act is not predicated upon the 
theory that the interests of investors are in 
conflict w ith the interests of the issuers. On the 
contrary, it  embodies a recognition of the fact 
that the investor and the corporation are mutu­
ally dependent. Neither can continue to pros­
per at the expense o f the other. A  law which 
is founded upon this view of the matter and 
which seeks to give a practical meaning to the 
interdependence o f these two interests, assured­
ly is a law that w ill work to the benefit of 
those corporations which, by telling their story 
to the public, can prove that they merit public 
confidence. Directly it  w ill benefit them 
through helping to restore the confidence of 
their investors; indirectly also it w ill help 
them by making the distinction clearer be­
tween those concerns that do and those that 
do not deserve the continued support o f the 
investing public.
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This A ct affords to the accounting profes­
sion opportunity of rendering a public service 
of great importance. The financial statements 
which an issuer of securities must include in 
his registration statement and his prospectus 
are required to be certified by an independent 
accountant. The accountant who does this work  
renders his services on behalf of the issuer, 
but in doing so his obligation is to the invest­
ing public. If that were not so, there would 
be no purpose in requiring the statements of 
the issuer to be certified. It has been said that 
it is unreasonable to expect a small concern to 
furnish the audit of a public accountant before 
offering its small block of securities for sale to 
the public. The very statement of the com ­
plaint, however, reveals its weakness. A  con­
cern whose affairs do not warrant this type of  
audit is still, it would seem, in the stage of a 
private venture; it has not yet qualified itself 
for public investment and its risk should re­
main a private risk. But those business o r ­
ganizations which do offer their securities as a 
public risk are most properly required by this 
A ct to submit such an audit as can be certified 
by an independent accountant.
There is much discussion in the profession  
concerning the responsibilities placed upon the 
accountant who renders services under this Act. 
Those responsibilities are commensurate with 
the public service which a public accounting 
profession is called upon to render. Those re­
sponsibilities are exactly paralleled by the op­
portunities which this A ct holds out to the 
profession as a profession. T h e A ct requires 
the accountant who does this work to have 
public standing and to be independent of the 
issuer. U nder the powers granted to it the 
Commission has ruled that it will not recognize 
the certificate of any certified accountant or 
public accountant who is not duly registered as 
such under the laws of the State in which he 
practices. And at the same time the Commis­
sion has ruled that it will not recognize as in­
dependent any accountant who is not in fact 
independent and who is interested directly or 
indirectly in the issuer whose statements he 
certifies. Such ruling needs no explanation; 
it is not open to question that the audit o f an 
accountant having an interest in his client is 
not such a report to the investing public as is 
called for by the terms of this Act. N or is 
this proper requirement to be evaded by subter­
fuge. It is my opinion that a contract o f in­
demnity granted to the accountant by the is­
suer is an improper denial of the independ­
ent professional status of the accountant if 
it does more than indemnify him , first, against 
errors of fact in his statement which were based 
upon such representations of his client as he 
was entitled to rely upon under good account­
ing practice, and second, against errors of fact 
which with the exercise of reasonable care and 
diligence he could not have discovered. I may 
add that an indemnity contract which does only 
this removes a liability to which the account­
ant is not subject under the Act. A nd if this 
line of reasoning brings us to the conclu­
sion that there is no sound basis for indemnity 
between these parties, I think that outcome is 
one wholly to be desired. The accountant can­
not render the service demanded of him  by 
this law if he be not in fact an independent, 
and a public, accountant.
If it be objected, however, that the A ct 
places upon him greater risks than he can right­
fully be expected to carry alone, I see no rea­
son why the risk may not properly be dis­
tributed by suitable insurance arrangements 
throughout the profession, or through that part 
of it which can and cares to qualify for the 
discharge of these new duties. If, as I believe 
to be true, the A ct places a new public respon­
sibility upon the accounting profession, new 
safeguards may be necessary to enable the pro­
fession to meet the responsibility in the right 
way. Impartial reporting of the facts as he 
finds them entails no risks under this law which 
any accountant need fear, provided he exer­
cise due care in ascertaining the facts and 
reporting upon them. The risk is at most a 
moderate one to the accountant who upholds 
his professional standards, while at the same 
time the importance, dignity and value of his 
public services are conspicuously enhanced by 
the reliance which this law places upon him. 
This joint opportunity and responsibility, 
which the A ct holds out, will, of course, be 
accepted by the profession not only to its own  
advantage, but to the immeasurable benefit o f  
the investment public which necessarily must 
rely upon the accounting audit for its infor­
mation as to the condition and prospects of  
companies which solicit the investment of the 
nation’s savings.
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The Securities Act and the Respon­
sibility of the Accountant*
By C h a r l e s  D. H a m e l , Attorney, First Chairman U. S. Board of Tax Appeals,
Washington, D. C.
I T  HAS been remarked facetitiously that 
 when "Greek meets Greek they open a res­
taurant,”  and it  may be added that in the light 
o f recent experience when capital is needed 
for the enterprise they incorporate and sell 
stock where they have found an easy and 
ready market for their securities among the 
men and women o f this country, regardless 
of the integrity o f the venture or o f its sound­
ness as a business proposition. The ease o f 
selling securities to a careless, gullible public 
has brought almost to an end individual en­
terprise, and so today the business o f the 
butcher, the baker, and the candlestick-maker 
is carried on by corporate operation and its 
ownership has become diffused among millions 
o f security holders. I t  has been said that two- 
thirds of our industrial wealth has been trans­
ferred from private hands to corporations, 
financed by the sale o f securities to the invest 
ing public. I t  may be that the passing of ind i­
vidual responsibility in  private enterprise to 
the remote control to be found in corporate 
management is bad in itself; but it  is certain 
that it  has developed and made possible a sys­
tem o f financial racketeering and banditry in 
the sale of corporate securities to the general 
public, "untrained in business principles and 
perplexed by the magnitude o f modern busi­
ness organization.”  The frenzy o f the public 
to purchase, coupled w ith the fact that there 
has been no adequate legal restraint put upon 
these pirates to sell, has resulted in losses esti­
mated to exceed twenty b illion dollars during 
the last decade. I t  is a continuation of this evil 
that this Act is designed to prevent.
The motif of the Securities Act is pitiless 
publicity. I t  expressly avoids any suggestion 
that the Government in any way shall pass up­
on the merits or has given approval to the sale 
of the security which has been registered (Sec­
tion 23). The Act proceeds upon the assump­
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tion that i f  the public may know or may have 
an easy means o f informing itself as to what 
real values support the proposed issue, where 
the money so raised is to be used, who the real 
parties in interest are, whether the management 
or the directors have a direct or an indirect 
interest in the property proposed to be bought, 
who are the underwriters and what their inter­
est is, and what their commission may be in 
the transaction, who composes the management 
and what its remuneration is ; i f  all this may be 
made readily accessible to the investing public, 
there should be an end to the flotation of 
worthless securities and an end, too, to the 
vicious practice heretofore existing o f making 
needless industrial expansion when the only 
reason for so doing is the underwriters’ incen­
tive to carry on a market operation fo r the 
sake of commissions or whatever participations 
may be available while the operation is in 
progress.
Full, honest, disclosure should stop all this 
and yet i t  w ill not prevent honest enterprise 
from obtaining capital when it  is really needed 
for legitimate purposes.
How is publicity attained under this Act?
Under Section 5, the use of interstate trans­
portation facilities and the mails is denied to 
those who would sell or offer to buy any secur­
ity through the use o f a prospectus, circular, 
or advertisement, and the use o f these facilities 
is also denied in the transportation o f the se­
curity and the prospectus, unless a registration 
statement, as provided fo r in  Sections, 6, 7 and 
8, is in effect and unless, also, a prospectus 
meeting the requirements o f Section 10, ac­
companies or has preceded the transportation 
o f the security.
Thus it  is to be observed that before any 
security can be sold or transported in interstate 
commerce or any prospectus can be moved in 
interstate commerce or sent through the mails, 
a registration statement must be in effect and 
a prospectus must have been made up contain­
ing the essentials required by Section 10.
1933 THE CERTIFIED PUBLIC AC C O U N TAN T 595
A purely intrastate transaction, such as a 
sale made w ithin a State to a resident o f that 
State, is expressly exempted. (Section 5) (c).
Let us now undertake to find out what the 
publicity consists of, how the disclosure is 
made, and what the penalties and liabilities 
are for failure to make fu ll disclosures or for 
making false disclosures.
Under Section 6 any security may be regis­
tered w ith the Federal Trade Commission by 
filing a registration statement signed by each 
issuer, its principal executive officer or officers, 
its principal financial officer, its comptroller 
or principal accounting officer, and the majority 
of its board of directors. Section 7 provides 
that i f  any accountant, engineer, or appraiser, 
or any person whose profession gives authority 
to a statement made by him is named as having 
prepared or certified any part of the registration 
statement, or is named as having prepared or 
certified a report or valuation for use in con­
nection w ith the registration statement, his 
written consent shall be filed w ith the regis­
tration statement unless the Commission dis­
penses w ith such filing as impracticable. The 
Act thus not only compels the officers, man­
agers, board members and experts who permit 
their names to be used, to sign the statement 
but as we shall see it also fixes upon them a 
definite personal liability fo r false or mislead­
ing statements concerning the securities to be 
issued.
Section 7 o f the Act specifically sets forth 
the character o f information which must be 
contained in  the registration statement, but the 
Federal Trade Commission by rules or regula­
tions may waive such information as is in ­
applicable or unnecessary fo r the protection of 
investors.
We are all familiar w ith the character of 
information which has been put out in  the 
past in  the sales o f securities, even by corpora­
tions of the highest standing. I t  has been so 
veiled, so fu ll o f mystery, so lacking in common 
sense phraseology, so bewildering, that even 
trained accountants could not determine 
intrinsic values without detailed investigation. 
What must be disclosed under this Act before 
securities can be sold?
Section 7, Schedule (a ) , among other things 
requires to be filed:
(a) A  Statement o f the securities, i f  any, 
covered by outstanding options or to be created
in connection w ith the security to be offered, 
together w ith the names and addresses o f a ll 
persons alloted more than 10% of such options 
(Schedule (a), Section 10).
(b) The specific purposes in detail and the 
approximate amounts to be devoted to such 
purposes for which the funds to be raised by 
the offered security are to be used. (Section 
13).
(c) The remuneration paid or estimated 
to be paid by the issuer directly or indirectly 
during the past year and ensuing year to direc­
tors and officers (Section 14).
(d) The price at which it  is proposed the 
security shall be offered to the public and the 
methods by which such price is computed (Sec­
tion 16).
(e) A ll commissions or discounts paid or 
to be paid directly or indirectly by the issuer 
to the underwriters in respect to the securities 
issued, either in cash, securities, contracts or 
anything else of value (Section 17).
( f )  The amount or estimated amounts of 
expenses incurred or borne by or fo r the ac­
count of the issuer in connection w ith the sale 
o f the security to be offered, including legal, 
engineering, certification, authentication, and 
other purposes (Section 18).
(g) Any amount paid w ithin two years pre­
ceding the filing  o f the registration statement 
or intended to be paid to any promoter and the 
consideration fo r any such payment (Section 
20).
(h) The names and addresses o f the vend­
ors and the purchase price of any property or 
good w ill acquired or to be acquired which is 
to be defrayed in whole or in part from the 
proceeds o f the securities to be offered and 
the amount of the commission to any person 
in connection with such acquisition and all ex­
penses incurred in connection therewith (Sec. 
21).
( i)  Full particulars o f the nature and extent 
o f the interest, i f  any, o f any director or execu­
tive officer and of any stockholder holding 
more than 10% o f any class o f stock o f the 
issuer in any property acquired (Section 22).
( j)  The general effect o f every material 
contract or any management contract or con­
tract providing for special bonuses or profit- 
sharing arrangements; or any contract provid­
ing fo r the giving or receiving o f any financial 
or technical advice or service (Section 24).
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(k ) The balance sheet must be brought 
down to w ithin 90 days of the date o f the 
filing  of the registration statement; and i f  
such statement is not certified by an indepen­
dent public or certified accountant, a detailed 
balance sheet of the assets and liabilities o f the 
issuer must be filed, certified by an indepen­
dent or certified accountant, o f a date not more 
than one year prior to the filing  date (Section 
25).
( l ) Profit and loss statements must be filed 
for the two preceding fiscal years, year by 
year, or less, i f  the issuer has not been in actual 
business for that length o f time (Section 26).
(m ) I f  the proceeds from the sale of the 
securities to be issued are to be used for the 
purchase of any business, a profit and loss 
statement o f any such business, certified by an 
independent or certified public accountant, 
must be furnished, brought down to not more 
than 90 days prior to the filing of such regis­
tration statement (Section 27 ) .
(n) Copies of any agreements made w ith 
the underwriter showing commissions, bon­
uses, etc., must be furnished (Section 28).
A ll this information is available for the pros­
pective purchaser, and should be enough to 
put him on guard and when that is done— let 
him beware!
The Act does not, in terms, require the filing 
o f a prospectus which, as defined in the Act, 
means any notice, circular, advertisement, let­
ter or communication written or by radio which 
offers any security fo r sale. The only require­
ment is that found in Section 5 mentioned 
above which makes i t  unlawful to carry through 
the mails or in interstate commerce any security 
fo r the purpose of sale or for delivery after 
sale, unless accompanied or preceded by a 
prospectus. Section 10 of the Act provides 
in  substance that a prospectus shall contain the 
same statements which are made in the regis­
tration statements, but it  may be condensed as 
the Commission may, by rules and regulations, 
designate. This Section also provides that in 
any case where a prospectus consists o f a radio 
broadcast, a copy shall be filed w ith the Com­
mission before the broadcast takes place, and 
the Commission’s rules and regulations pro­
vide that i t  must be filed five days prior there­
to (Article 17 (c) ) .
What are the penalties and liabilities which 
may be incurred under the Act for violation
of its provisions?
1. There is the penalty for using transporta­
tion facilities or the mails in  selling securities 
or transporting them unless a registration state­
ment is filed or unless the security is accom­
panied or preceded by a prospectus (Section 
5 ). The penalty is fine or imprisonment, or 
both.
2. There is the liability fo r filing  registra­
tion statements containing an untrue statement 
of a material fact or omitting to state a material 
fact required to be stated therein or necessary 
to make the statement not misleading. The lia­
b ility  here may be either the recovery of the 
consideration paid for the security, w ith  inter­
est thereon, or damages (Section 11). And 
the criminal penalties also apply.
3. There is the liab ility fo r selling a security 
by use o f transportation facilities or the mails 
by means of a prospectus or oral communica­
tion which includes an untrue statement of 
material fact or which omits to state a mate­
rial fact necessary in  order to make the state­
ments not misleading. The liability and pen­
alty here is as in the case of the false registra­
tion statement (Section 12).
4. The Federal Trade Commission may en­
join any person engaged or about to engage in 
any act o f practice constituting a violation of 
the Act (Section 20).
5. The Federal Trade Commission is em­
powered to issue a stop order suspending the 
effectiveness o f the registration statement after 
it has become effective, when it  appears to the 
Commission that such statement includes an 
untrue statement of a material fact or omits 
to state a material fact required to be stated 
or necessary to make the statements therein 
not misleading; and it also is empowered to 
issue an order refusing to permit a statement 
to become effective fo r the same reasons, i f  the 
discovery of its inaccuracies is known before 
the effective date (Section 8 ). A ll o f the Com­
mission’s orders are subject to review by the 
Circuit Courts of Appeal o f the United States 
(Section 9.)
What persons are subject to the liability or 
the penalties of the Act?
1. A ll those who have signed the registra­
tion statement and every accountant, engineer, 
or appraiser who has, w ith his consent, been 
named as having prepared or certified any part 
o f the statement or as having prepared or cer­
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tified any report or valuation used in connec­
tion with the registration statem ent; and every 
underwriter with respect to such security, 
whether he may have signed the statement or 
not (Section 1 1 ) .
2. Any person who sells a security in inter­
state commerce or the mails without registra­
tion or who sells the security by means of a 
registration statement or a prospectus or an oral 
communication either of which may be false 
or misleading (Section 1 2 ) .
These liabilities and penalties thus reach the 
issuer, its officers who must sign, a majority 
o f its directors who must sign, the underwriter 
whether he signs or not if he participates in 
underwriting profits from  the transaction, as 
well as all dealers under like circumstances, all 
accountants, engineers, or appraisers who con­
sent to the use of their names in connection  
with a registration statement or prospectus.
W h at are the responsibilities and liabilities 
o f the accountant who accepts employment 
under this A ct?
There must be, as we have seen, a registra­
tion statement filed with the Commission. This 
statement must be accompanied by a balance 
sheet and profit and loss statement. These 
financial statements must contain certain defi­
nite data with respect to the issuer and its 
operations. This definite data must be certi­
fied to by a public or certified accountant who 
must certify to the truth and completeness of 
all facts required to be stated or if unable to 
satisfy himself concerning the correctness of 
any item, he must so state, with appropriate 
explanations thereof; he must have made  a 
reasonable investigation of every material fact 
stated so as to certify to its correctness and to 
avoid omissions and misleading statements.
T he result of these provisions is that no pub­
lic offering of a security can be made until the 
financial statements of the issuer have been cer­
tified by a public or certified accountant, who 
must be independent of all interest, direct or 
indirect, in the transaction. The law looks to 
you for a thorough, careful, unbiased and skill­
ed analysis of all material financial data and 
requires of you a full disclosure of all facts 
which would naturally fall within the account­
ing field. Y ou  are required to thoroughly comb 
and explore this field, both above and beneath 
the surface that no hidden interest adversely 
affecting the intrinsic value o f the security may
be lurking in the financial structure.
B ut more than all this, your engagement, 
when once you accept the responsibility, cannot 
be limited either by you or your employer—  
the issuer— to a group of items of your own  
selection. This law has determined what facts 
are material and requires your certificate to 
cover the whole field or to give reasons for not 
doing so. It is not to be expected that in the 
future it will be possible to so circumvent the 
accountant’s certificate with qualifications as to 
make it practically valueless.
This law looks to the accountant to institute 
model methods of financial accounting so de­
signed as to render a financial statement intel­
ligible and so complete as to prevent deception. 
N o  longer will it be possible to confuse recur­
ring with non-recurring income; surplus ac­
counts must consist o f the real gains o f the 
business rather than a pretense of profits; in­
vestment income must be separated from  oper­
ating incom e; consolidated accounts must be 
elucidated; in short, the financial statement of 
the future must separate the actualities of the 
business from  its rosy hopes and expectations; 
there must be no confusion of the real and the 
unreal. Such an evolution of model accounting 
methods may have far-reaching effects of a 
beneficial character so far as corporate financial 
practices are concerned.
T he Securities A ct in another aspect has 
changed the nature of the accountant’s liability. 
N o  longer is he merely the agent of the issuer. 
H e now becomes in effect the legal representa­
tive of the prospective security owner and his 
liability is that o f a fiduciary. This contem­
plates utmost good faith rather than mere legal 
obligation; he cannot unite his personal with 
his representative character in the same trans­
action ; he will not be permitted to expose him ­
self to the temptation where there may be a 
conflict between his own interests and those of  
the security holder. His duty being now to the 
security holder, the accountant cannot permit 
a single item to pass unnoticed which may 
affect the value of the security without apprais­
ing the Commission of the fact. I do not mean 
to imply by that statement that the accountant 
would have done that in the past, but the same 
thing has been actually accomplished in many 
instances by his limiting his liability in the 
certificate. Such a thing is not now possible.
Summing up the requirements of this law
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in its relation to the accountant:
(1) The law cannot function without the 
service o f the accountant.
(2) The character o f his service is pre­
scribed and neither he nor the issuer can cir­
cumscribe it  w ith substantial qualification.
(3) He must regard his work in  the light 
o f the trusted servant of the prospective secur­
ity owner, whose duty it  is to fu lly  disclose 
every material fact which a reasonable investi­
gation may make available and to exercise the 
highest degree of care reasonably possible to 
prevent material omissions or to avoid mis­
leading statements.
(4) His employment w ill not permit o f his 
having arty financial alliance in the transaction 
or w ith anyone interested in it as an officer or 
director, or w ith any person similarly situated.
Accountancy is thus raised by this Act to the 
highest levels that can be devised— combining 
skill w ith good faith. You are the trusted, 
skilled servant of the security holder. Your 
position under this Act is a strange anomily. 
Your employment by the issuer is compulsory; 
you must look to him fo r your compensation 
yet your responsibilities are to the investing 
public. You are in reality a private agency set 
up under this Act to perform a necessary pub­
lic function at private expense, with severe 
liabilities and penalties attendant upon your 
passive, as well as your positive mistakes. One 
feels justified in saying— let the accountant be­
ware!
In  addition to the above penalties and lia­
bilities, there is the blanket fraud section (17) 
which provides:
"Sec. 17 (a) I t  shall be unlawful fo r any 
person in the sale o f any securities by the 
use of any means or instruments of trans­
portation or communication in  interstate 
commerce or by the use of the mails directly 
or indirectly—
(1) to employ any device, scheme, or arti­
fice to defraud, or
(2) to obtain money or property by means 
o f any untrue statement o f a material fact 
or any omission to state a material fact neces­
sary in order to make the statements made, 
in the ligh t o f the circumstances under 
which they were made, not misleading, or
(3) to engage in  any transaction, practice, 
or course o f business which operates or
would operate as a fraud or deceit upon the
purchaser.” .
The section just quoted speaks for itself.
 This Act exempts from its application many 
types of securities such as Federal, State arid 
Municipal securities (Section 3 ), and also sev­
eral types of transactions such as involve per­
sonal undertakings not calling for a public 
offering, and brokers’ transactions executed 
upon customers’ orders, provided solicitation 
of such orders does not occur. I t  exempts all 
old issues already outstanding and therefore 
embraces only new issues of securities which 
may be brought out since the Act took effect. 
There is this to be said, however w ith respect 
to old issues that i f  any fraud or deceit should 
be practised in their sale, the provisions of 
Section 17 (the blanket fraud section just 
mentioned) would subject the seller to the 
penalty o f fine or imprisonment.
The constitutionality o f the Act or many of 
its sections no doubt w ill be tested in the 
courts and it  would be presumptious on my 
part to express any opinion upon this ques­
tion before this gathering. I  may say, however, 
that there must be unanimity o f agreement 
among lawyers that investment securities are 
subjects of commerce. I  say this because of 
the holdings of the Supreme Court o f the 
United States and the Federal Courts in  such 
cases as the Lottery case, the Telegraph case, 
the State Blue Sky Law case, the Bracey case, 
and the Compton case. The question o f what 
is an interstate transaction, or where interstate 
commerce begins and terminates as applied to 
this Act, no doubt w ill find a wide contrariety 
o f view and we must await the Supreme 
Court’s final word before we may know the 
answer.
There can be no doubt that the accomplish­
ments o f this act shall be salutory. We may 
expect to see a very wholesome as well as a 
wholesale flight o f directors from the boards 
of corporations whose business they cannot or 
do not understand. The requirement o f this 
law that they are responsible for financial state­
ments and prospectuses, together w ith the 
severe liabilities and penalties which it  imposes, 
w ill induce directors really to direct the affairs 
o f the corporation rather than to sit as mere 
dummies for the sake o f some sinister financial 
reward.
We shall, I  am sure, see the end o f the
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investment banker who found it  advantageous 
to sit on many boards of directors as a trustee 
for the stockholders while at the same time 
he would act as the purchaser o f its securities, 
driving bargains in  his own interest; inducing, 
i f  not insisting upon, corporate expansion sim­
ply to enable him to reap a rich reward in 
handling the flotation o f its securities.
The Act should go far toward protecting the 
investing public from the flotation o f fraudu­
lent and worthless securities. I t  compels hon­
est disclosure; it  requires complete and fu ll 
publicity o f all material facts. I f  the venture 
is speculative, the buyer is permitted to know
in what respect it  is so and to what degree it  is 
speculative. I f  the Act is enforced there can 
be no hidden interests lurking somewhere in 
the structure to destroy or reduce the intrinsic 
value of the security. And finally, it places at 
the disposal o f the investor all that can be 
known about the enterprise, stated in simplest 
terms, vouched fo r by painstaking accountants, 
reported upon and appraised by skilled engi­
neers; and after all this is placed before his 
eyes (and not until then), this law leaves 
him to his own judgment and tells him to 
beware!
The Securities Act of 1933 From the 
Viewpoint of the State Securities 
Commissioner*
By D e n e e n  A. W a t s o n , Secretary, National Association o f Securities Commissioners,
Springfield, Illinois.
I T  IS A N  honor to have been extended an 
 invitation by your Secretary, M r. Springer, 
to discuss a subject which is o f great import­
ance to not only your Society, but to all those 
interested in the securities business. A t the 
time the invitation was extended, I  was very 
dubious as to whether or not I  could read this 
paper before your group, for the reason that I 
am Secretary o f the National Association of 
Securities Commissioners, and there is a con­
flict between your meeting and ours. I  was, 
however, able to make the necessary arrange­
ments to be present.
The topic assigned to me, "The Securities 
Act o f 1933 from the Viewpoint o f the Secu­
rities Commissioner,”  is a very pertinent one 
at this time. I  shall not in my paper attempt 
to discuss the technical provisions of the Fed­
eral Securities Act, but w ill confine myself to 
generalizations as to the past and present situa­
tion, the regulation of the sale o f securities by 
states, and the apparent failure o f the state 
Blue Sky Laws and the administration thereof, 
the background leading up to the enactment 
of the Securities Act o f 1933, and some general
*  Address at annual meeting o f The Am erican  
Society, M ilwaukee. W isconsin, September 20,
1933.
thoughts as to the Federal Act itself. There 
has been so much criticism w ithin the past 
few weeks as to the new Federal Securities Act, 
as well as the increased demand on the part 
o f certain groups to lessen Federal interference 
w ith private business, that i t  is very important 
at this time to take an inventory o f the situa­
tion and see exactly which is the right road 
to follow.
So far as the history o f State Blue Sky or 
Securities acts is concerned, it  w ill be sufficient 
to merely state that forty-seven o f our forty 
eight states have some kind of Blue Sky Legis­
lation on their statute books, which laws were 
enacted manifestly for the purpose of protect­
ing investors, the feeling being among the c iti­
zens of the several states that promoters, finan­
ciers and sellers o f securities were using prac­
tices in the sale and distribution of securities 
that would work or tend to work a fraud on 
investors. To the end that this might be elim i­
nated, beginning w ith Kansas in 1911, State 
after State adopted such legislation. Some of 
the State statutes are what may be termed 
"fraud acts”  such as the Acts of Maryland, 
Delaware, New Jersey and New York; others 
require the registration o f the seller only; 
others require the qualification or registration
600 THE CERTIFIED PUBLIC AC C O U N TAN T October,
of the security; and others require both a reg­
istration o f the seller and a qualification or 
registration o f the security.
As is the case w ith reference to the new 
Federal Securities Act, there was a great deal 
o f criticism directed at the State Blue Sky 
Laws. Early after the enactment o f the first 
acts, attacks were made thereon. For example, 
Canadian Law Times, Volume 36, Page 37, 
makes the follow ing statement:
" In  considering fraud, improvidence and 
mismanagement in company promotion and 
operation, it  should be borne in mind that 
the bulk o f the loss to the public is brought 
about not by fraudulent promotion, but by 
mismanagement and foolhardy and reckless 
promotion and that alone. Blue Sky Law, i f  it 
were effective, might reduce the loss, but it 
could not end it.”
Also in Marquette Law Review, Volume 3, 
Page 143 this statement is made:
"This legislation received no little  criticism 
by the writers in the financial section o f the 
magazines throughout the country. Franklin 
Escher, w riting on the 'Overcast Blue Sky 
Legislation’ in 1913, said in part: 'W ill the 
fact that an issue is approved by the State Com­
mission or by any other official prove anything 
as to its intrinsic value? Many an issue ex­
amined into w ith the greatest care by the most 
scrupulous bankers has gone wrong. *  *  *  *  
Thus you can see in what ligh t the financial 
men viewed this bit o f legislation’.”
The administration at Washington as a part 
o f its campaign pledge of 1932, fe lt that the 
present State acts did not sufficiently protect the 
investor and for that reason passed the new 
Federal Securities Act.
A  reading of the new Act leaves little  doubt 
as to the general comprehensiveness of the sub­
ject matter covered. W hile  the Act is confined 
to interstate and mail transactions, yet it is easy 
to see that little  is le ft to the State Securities 
Commissioner to supervise, save local issue and 
the licensing o f the sellers o f securities. I t  
should, however, be borne in mind that the 
Federal Act and State Acts are fo r the most 
part drawn on entirely different theories. The 
Federal Act may be termed as a fu ll publicity 
Act w ith no effort on the part o f the Federal 
Trade Commission to judge as to the intrinsic 
value o f the security being registered, while 
in  the case of the State acts, the Commissioners
attempt to determine whether or not the in ­
vestor is getting a run fo r his money.
In  contrast to our State acts, one writer 
advocated fu ll disclosure as now provided in 
the Federal, British and Belgian Acts. This 
writer in Columbia Law Review, Volume 24, 
Page 79, (1924) makes the follow ing state­
ment:
"One of the vexing problems for law mak­
ers of recent years has been the regulation of 
dealers in  stocks, bonds and other securities. 
Those who have carefully studied the difficul­
ties surrounding the sale and issuance of such 
securities have come to the conclusion that the 
best way to prevent the sale of worthless stocks 
and bonds is to compel the dealers to issue 
enough information relative to the proposed 
transaction to put the investor on notice. As 
one writer has said: 'Compel bankers when 
issuing securities to make public the commis­
sions and profits they are receiving. Let every 
circular letter, prospectus or advertisement of 
a bond or stock show clearly what the banker 
received for his middleman services, and what 
the bonds and stocks net the issuing corpora­
tion. That is knowledge to which both the 
existing security holder and the prospective 
purchaser is fairly entitled.’ (See Brandeis, 
Other People’s Money, p. 101).
"This was what the British Parliament had 
tried to do in the British Companies Act, 1909, 
(1908, 8 Edw. V II, c. 69, sec. 80, 81), which 
provided that a prospectus, which i t  defined 
as 'any notice, circular, advertisement or other 
invitation, offering to the public fo r subscrip­
tion or purchase any shares or debentures of a 
company’ must be filed w ith the registrar o f 
companies. Numerous details as to the com­
position of the company offering the security 
fo r sale were required to be set forth in the 
prospectus, and it was also required that the 
company p ro m o tin g  the sale o f the security 
should file certain information as to the prop­
erty owned by it  as well as other facts tending 
to explain the finances and business condition 
of the issuing company.”
A  good many persons o f authority take the 
position that the British and Belgian method 
o f approach is far more satisfactory than ours. 
W illiam  C. Cook in Michigan Law Review, 
Volume 19, 1920-1921, Page 583, says:
"The English way is better. In  a blue book 
published by the English Government in June,
1933 THE CERTIFIED PUBLIC AC C O U N TAN T 6 0 1
1907, the Comptroller o f the Company’s De­
partment made the fo llow ing statement in  re­
gard to the Acts o f Parliament on the subject 
o f corporations:
'"The trend o f recent legislation in  this 
country has been to endeavor to afford in for­
mation concerning jo in t stock companies to all 
who may seek fo r it, on the ground that pub­
lic ity  is the pro tection  which can be devised 
fo r the benefit o f creditors and o f investors, 
and that, moreover, it is fa ir to demand pub­
licity o f companies and to compel disclosure 
o f material facts by them in  return for the 
privilege of limited liab ility ’.”  (See also the 
Ohio Law Reporter, Volume 24, Page 222 
(1926).
The Honorable Huston Thompson, former 
member of the Federal Trade Commission, 
and the one who helped frame the present 
Federal Securities Act, in  1923 said:
" In  the search for proper legislation it would 
be well to consider the experience o f Great 
Britain, Belgium, and other foreign govern­
ments who have investigated the subject, and 
to inquire as to the efficacy o f foreign laws 
enacted to meet a similar situation.
"Legislation enacted by the British Parlia­
ment on this subject extends over the last three 
decades. The British Companies Act (Com­
panies Consolidation Act) was passed in 1908, 
has subsequently been amended, and is now in 
force. In  drafting this Act, the Board o f Trade 
and others, who were responsible for the legis­
lation sought to frame a b ill which would in ­
terfere as little  as possible w ith legitimate busi­
ness, and at the same time tend to exclude 
those who were seeking to secure unfairly 
the money of the investing public. *  *  *
"Subsequent to the enactment of the British 
law, Belgium, having for a number of years 
been used as an Eldorado for the promotion of 
false securities, began an exhaustive investi­
gation of the question of the protection o f its 
investors. In  the course of this investigation 
legislative committees made a thorough study 
o f the foreign laws and methods o f protecting 
the public.
"On May 25, 1913, legislation amending 
the Belgian Commercial Companies Law was 
enacted. I t  has been pronounced by a number 
o f international writers to be the best legisla­
tion on the subject up to date, and its operation 
has been declared to be most successful by ex­
perts who have watched it  closely. I t  follows 
in many respects the English law, in that it  
requires the filing of information w ith a cer­
tain public official by all those announcing and 
offering securities for public sale. But it  goes 
into much greater detail than the British law, 
and while quite brief in  its form, requires those 
offering securities for sale to lodge w ith the 
Government and to carry in their advertise­
ments, information which w ill put the respon­
sibility entirely upon the purchaser i f  he buys 
after he has had every opportunity to secure 
the information as to the standing of the 
Company.
" I t  should be noted that both in the Eng­
lish and the Belgian Laws very heavy criminal 
penalties are imposed, o f both ja il sentence 
and fines, for those fa iling to meet the require­
ments o f the statute before they offer their 
securities for investment. * * *
"To put it briefly, the theory upon which 
these laws have been enacted was, as was em­
phasized 'particularly in  the debates on the 
British law, to shift the doctrine o f caveat 
em ptor so that instead of letting the buyer be­
ware, to now require the seller to beware. The 
latter saves himself by filing  his information, 
advertising the same in  his prospectus and 
offering securities which conform to this in fo r­
mation. When he has done this and given the 
investor every reasonable chance to inform 
himself, the burden then shifts to the investor.
"The British and Belgian legislative bodies, 
after a thorough investigation, came to the 
conclusion that the least amount of interfer­
ence w ith the greatest amount of protection 
was the solution o f the question o f protecting 
the investing public. I t  was their idea that 
the law should be prophylactic and preventive 
rather than paternal. Invariably the same policy 
has been adopted in all modern countries which 
have enacted legislation on the subject in  re­
cent years, including France, Germany, Japan 
and several o f the Latin American states. * *  * ”
(See Regulation o f the Sale of Securities in 
Interstate Commerce, American Bar Aassocia­
tion Journal, Vol. 9, pp. 157 (1923).
Although practically all o f the forty-eight 
states have had some kind of Blue Sky legisla­
tion in force for a good many years, they have 
not accomplished the results contemplated at 
the time o f their passage, namely, o f prevent­
ing loss to investors in this country. The blame
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fo r the unsatisfactory results cannot be placed 
upon the laws themselves. I t  is too much in 
my opinion to expect a miracle from the pass­
age o f the laws as there were so many factors 
involved that may cause loss to the investor. 
For the laws to be successful, it would require 
supplemental legislation and diligence on the 
part o f the administrators, prosecutors and in ­
vestors. Some of the reasons for the failure of 
the State Blue Sky system are: (1) to the in ­
vestor, the filing  o f applications to sell securi­
ties, constituted a stamp of approval by the 
State and in a sense, the State became the 
guarantor; (2) the laws exempted numerous 
securities and transactions, w ith an attendant 
result that practically all large issues were ex­
empt from supervision by the State securities 
commissions. I am not contending that had 
all such exempted securities or transactions 
come under the supervision of State securities 
commissions that loss woud have been elim i­
nated. I am not even contending that the State 
commissions could have done a better job than 
the stock exchanges, for it is no doubt true 
that most of the issues listed on the exchanges 
that have been the greatest source of losses to 
investors, no doubt would have been approved 
by most of the securities commissions. It is 
the sale of those securities over which no su­
pervision is exercised by any responsible 
agency, such as real estate bonds, that losses 
no doubt could have been greatly lessened, 
had there been a strict supervision over the 
sale thereof by State commissions; (3) the 
fu tility  of attempts to protect investors be­
cause o f the factors of (a ) economic cycles,
( b ) management, and (c) lack o f interest, 
education or experience of investors in invest­
ment matters; (4) the inexperience, incompe­
tency, and laxity, generally, of persons admin­
istering or prosecuting violations of, the acts, 
as well as dishonesty in  some cases. I t  is no 
doubt true that politics have played a very im ­
portant part in the administration of the acts 
and in prosecutions for violations of the acts;
(5) the lack o f appropriations necessary to in ­
sure competent help and reseach facilities for 
the proper consideration o f applications; (6) 
the lack of power to compel the proper organi­
zation o f corporations. In  most states the com 
missions are practically helpless in  requiring 
as a prerequisite to the sale o f securities in the 
several states, that corporations be organized
with a view of serving the ends o f the in ­
vestor rather than that o f the promoter; (7) 
the lack of power and appropriations to super­
vise the issuers o f securities after their quali­
fication; (8) the lack of cooperation between 
the commissioners themselves and agencies 
designed to foster the best interests o f the in ­
vestor. There is also a lack of coöperation be­
tween the administrators and the prosecutors; 
(9) the permission by both the laws and the 
administration thereof to sell securities at high 
and exorbitant commissions, particularly as to 
speculative issues w ith an attendant likelihood 
that high pressure methods w ill be employed 
in their sale; and (10) the states have had 
no authority over interstate transactions or 
matters taking on a federal character.
The foregoing, I believe, w ill in  general 
furnish the reasons for the failure o f the sys­
tem and it is no doubt true that no matter how 
stringent the law may be, some of these factors 
w ill furnish the basis for future failures of 
our present or any similar system. Although 
in a sense, the present system has not received 
a fa ir trial, yet it is not difficult to see what 
w ill become of the present system unless im ­
proved substantially i f  the new Federal Securi­
ties Act works out satisfactorily.
Having in mind the failure of the present 
State Blue Sky system, the administration in 
Washington fe lt there was a need fo r federal 
legislation and therefore drafted the Securities 
Act o f 1933. I do not have to recount the tre­
mendous losses that accrued to investors of 
this country by virtue of the present State Blue 
Sky system. I do not, however, contend for a 
moment that all the losses could have been 
averted, even though we had had a Federal 
Securities Act in force and effect during the 
last ten or fifteen years. No matter how care­
fu l the Federal Act may be drafted and ad­
ministered, it cannot prevent losses to in ­
vestors.
There have heretofore been several attempts 
on the part o f the Federal Government to pre­
vent fraud in the sale o f securities. The most 
important one was the so-called Denison B ill, 
upon which there were numerous conferences 
and hearings some ten years ago. A t that time 
the National Association o f Securities Com­
missioners, o f which I am Secretary, officially 
went on record as favoring Federal regulation 
over interstate transactions on the theory that
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the State acts were not sufficient to prevent the 
perpetration o f fraud in  the sale o f securities 
and that the State acts should be supplemented 
by Federal legislation. Our Group is and has 
always been in  favor of such a law.
The Securities Act o f 1933 was drafted 
primarily on the theory that fu ll publicity 
should be given as to all material items relat­
ing to a security and the issuer thereof, and 
attempts to punish offenders. Some of the 
important objections to the act are:
(1) I t  requires too great a length of time 
for large companies to obtain the required 
data for registration of securities;
(2) Practically everyone, including officers, 
directors, appraisers, auditors, lawyers, etc., are 
responsible fo r their part in the set-up;
(3) I t  is a source o f blackmail to all having 
part in  the sale or distribution o f securities 
covered by the act; and
(4) The act is so drastic as to stop new 
financing or refinancing.
As to the objection that the act requires too 
great a length o f time fo r large organizations 
to obtain the required data for registration, at 
present it  no doubt is practically impossible 
for such companies like the U. S. Steel and 
Associated Telephone and Telegraph to obtain 
the data required by the Federal Trade Com­
mission w ithin a reasonable time. Some w rit­
ers have indicated that a year to eighteen 
months would be needed for such companies 
to register securities. I t  w ill, therefore, be nec­
essary either for the Federal Trade Commis­
sion to revise its forms or the larger com­
panies, desiring financing or refinancing, w ill 
have to be broken down into smaller units. 
The Federal Trade Commission, I  believe, 
w ill be reasonable in  the amount o f informa­
tion required, although I  do not believe they 
w ill so revise their forms as to eliminate the 
requirement that a fu ll disclosure be made to 
the investor. There are a good many people 
in this country who believe that some of the 
business units are getting too large and that 
they should be broken down into smaller units. 
The fact remains, however, that this objection 
is a very important one and those interested 
w ill have to attack the problem w ith a spirit 
o f cooperation, w ith a view o f arriving at a 
solution that w ill best serve the public in ­
terests.
As to the objection that practically everyone,
including officers, directors, appraisers, audi­
tors, lawyers, etc., are responsible for their 
part in the set-up, while it  is no doubt true 
that the Federal Act is quite drastic and w ill 
be modified here and there so as not to unduly 
burden legitimate interests, yet the objection 
as a whole does not appear to me to be well 
founded.
I t  is, no doubt, true that the act provides 
for a radical departure from the past and pres­
ent system of holding no one responsible fo r 
their statements or part in the distribution o f 
securities, yet certainly the past and present 
system is not to be commended. I personally 
feel that those responsible should be so held 
and i f  they are made responsible, they w ill ex­
ercise greater care and I fo r one believe that 
they should be more careful than they have 
been in  the past. I f  a person invests his hard- 
earned money, he is entitled, to the assurance 
that the set-up is as represented.
In  this connection, however, there is one 
thing that I do not like and that is the fixing 
o f responsibility on an officer, for example, 
who failed to divulge to the investor a fact 
which the officer did not deem material at the 
time o f the sale o f the security, but which sub­
sequently turned out to be material. This pro­
vision, I believe, should be substantially 
changed fo r the reason that the word "ma­
terial”  is very indefinite and fo r the further 
reason that the responsibility should be fixed 
as o f the time of the sale and not as o f the 
time when the investor sees fit to bring action 
for the officer’s fa iling to divulge a material 
fact.
As to the objection that the new act is a 
source o f blackmail to all having part in  the 
sale or distribution o f a security, it  is, no 
doubt, true that the act because o f its fixing 
a definite responsibility on the officers, direc­
tors, etc., w ill be a source o f blackmail or suits 
to recover where an investor has lost money. 
I t  is my opinion, however, that neither the 
courts nor the Federal Trade Commission w ill 
tolerate such tactics unless the investor has a 
reasonable chance o f fixing responsibility.
 As to the objection that the act is so drastic 
as to stop new financing or refinancing, I am 
unable to agree.
Recently there seems to be a drive on the 
part o f certain interests to prove that because 
there are no new capital flotations or refund
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ing o f outstanding securities that the same is 
caused by the enactment o f the Federal Securi­
ties Act. Having been associated w ith the I l l i ­
nois Securities Department for above five 
years, I  had come to the conclusion prior to 
the enactment o f the Federal Act that the sale 
o f new securities and refunding o f outstand­
ing issues were becoming less and less since 
1929. I  therefore checked up the situation 
and found that the Corporate, Foreign Gov­
ernment, Farm Loan and Municipal Financ­
ing, including new capital and refunding 
issues, fo r the eight months ending August 
31 for 1929 was $8,145,880,826; fo r 1930 
was $6,073,123,093; fo r 1931 was $3,387, 
512,668; fo r 1932 was $1,230,421,534; and 
for 1933 was $684,447,259. I  also found that 
corporate issues, including new capital and 
refunding issues, in the United States fo r the 
eight months ending August 31, 1929, was 
$7,214,153,233; fo r 1930 $4,583,098,981; 
fo r 1931 $2,238,277,073; for 1932 $495,088,- 
795; and for 1933 $329,047,898.
For the month of August, as to the first 
grouping, I  found that there were new capital 
and refunding issues in  1929 o f $884,094,- 
813; in  1930 o f $291,114,219; in  1931 of 
$126,961,055; in 1932 o f $173,234,467; and 
in 1933 o f $52,901,493.
As to the second group fo r the month of 
August I  find that there were new capital and 
refunding issues for 1929 o f $788,222,040; 
for 1930 o f $189,865,774; fo r 1931 o f $51,- 
997,122; fo r 1932 o f $133,394,500; and for
1933 o f $14,049,613.
These figures clearly indicate to me that the 
new securities issues and refunding o f out­
standing issues have dropped in large amounts 
each year since the crash in 1929. My conclu­
sion, therefore, is that the Federal Securities 
Act o f 1933 has not stopped such activities, as 
I  believe the situation would have prevailed 
any way. I am not criticising those using this 
argument, but I  do believe they have failed to 
look any further behind the scene than the 
time which the Federal Securities Act has been 
in effect.
There are a lot o f other ramifications re­
garding the act, but I  do not propose to take 
a great deal o f your time in considering them, 
as I  am sure they have been or w ill be covered 
by speakers on your program.
By way o f summary and conclusion, it is my
opinion that the Federal Act is a step in  the 
right direction and one which inevitably had 
to come. I t  is my opinion that the sale and 
distribution o f the securities in  this country is 
one of national scope and one which can bet­
ter be controlled by the Federal Government 
supplemented by State laws. I  believe it  is too 
much to hope for the states alone to cope w ith 
the situation as they do not have the power 
and facilities as does the Federal Government 
to properly supervise such distribution. In  my 
opinion, the Federal Act might well be ex­
tended in the near future to include a registra­
tion o f the sellers o f securities, as I  believe 
this is a matter that the Federal Government 
could better supervise than the states. The 
ideal situation, it would seem to me, would be 
for the Federal Government to create and 
keep a rig id administrative force to supervise 
the sale and distribution o f securities, and the 
states to rig idly supervise what may be termed 
strictly local issues, to the end that the investor 
may so far as is humanly possible be protected. 
Knowing what I do of the attitude o f the pres­
ent administration and the ones appointed to 
administer the new Federal Securities Act, I 
am firmly convinced that the Federal Govern­
ment means business, and in  the long run it  is 
much better fo r the investors of this country 
that the Federal Act has been enacted.
So far as your Society is concerned, I  can 
not close without saying that I  believe it  is the 
duty o f the Federal Trade Commission and 
the State Securities Commissions to cooperate 
w ith your organization, in  order that financial 
statements may be prepared and distributed to 
the investors that w ill fu lly  apprise the inves­
tors o f the true financial condition o f the is­
suers in  which they are interested.
I  appreciate deeply the privilege o f having 
this opportunity to have made a few remarks 
to your organization. On behalf o f the Na­
tional Association o f Securities Commission­
ers, I  desire to extend to you its desire to, co­
operate w ith your Society.
F il l in g  station attendant: "Here comes 
another I.W .W . customer.”
P atron : "W hat’s that?”
A tte n d a n t: "A  motorist who wants only 
Information, W ind, and Water.”
— St. John Telegram.
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What Constitutes Selling Below Cost 
Under the National Industrial 
Recovery Act?
B y  A r t h u r  A n d e r s e n , C.P.A., Chicago, Illinois
H UNDREDS o f years ago the best scientists 
o f the world were baffled by a problem 
which seemed to resist their most profound 
reasoning. Here is the problem as they stated 
it :  A  tub o f water is placed on a scale and 
balanced to a nicety; then a live fish weighing 
one pound is placed in  the water and oddly 
enough the total shows no increase in weight. 
The question is, why and how could the 
weight o f the fish thus disappear ? Apparently 
the scientists accepted this as a true statement 
and pondered heavily on why it  should be so, 
and it  was a long time before some very literal 
fellow thought to check up on the original 
premise, and found, o f course, that the weight 
o f the fish did not disappear. To us, in  this 
day, it  seems incredible that a fallacy o f that 
sort could have been so widely spread, could 
have been so blindly accepted, and could have 
persisted for any length o f time. We pride 
ourselves on being literal and scientific.
A c c e p t a n c e  o f  A  P o p u l a r  P h r a s e
Nevertheless it  is still a trait o f human 
nature to accept some statement or idea as 
being true and necessary merely because it  has 
been stated. I  have the feeling that something 
o f this sort accounts for the popularity of the 
phrase— "not to sell below cost”  as it appears 
in the majority o f the industrial codes formu­
lated under the National Industrial Recovery 
Act. In  most o f these codes, the term "cost”  
is indicated or assumed to be the total or over­
all cost to make, sell and deliver the individual 
products to a customer. I t  almost seems that 
industry has the idea that selling prices can be 
standardized and regulated according to the 
over-all costs of individual products, in ind i­
vidual businesses. Actually this is not feasible 
under a capitalistic system, where some ele­
* Address before the American Trade Associa­
tion Executives Convention, September 13, 1933.
ments o f competition and o f reward for ind i­
vidual initiative and ingenuity must be re­
tained; nor is it possible to accurately deter­
mine the over-all cost o f a product. In  w riting 
into its codes many o f the provisions relative 
to not selling below cost, I  believe industry is 
fo r the most part making use o f a currently 
popular phrase, w ith small conception o f the 
principles or the problems involved.
I n t e r p r e t a t io n  o f  " S e l l i n g  B e l o w  C o s t ”
The term "cost”  unless carefully defined is 
ambiguous to an extreme degree. Economists 
in general use the terms cost and cost o f pro­
duction in a different sense from the account­
ant. To an accountant cost generally means 
the cost to manufacture, and does not include 
the additional expenses incident to distribution 
o f the product, general administration o f the 
business or items relative to the financing o f 
operations. As used in  most codes, therefore, 
costs— these over-all costs— are something en­
tirely different, in  fact something almost new 
when related to individual items o f produc­
tion ; fo r in the past there have been relatively 
few instances where the allocation o f the gen­
eral expenses o f a business to the individual 
items made and sold could be made to reflect 
the true situation. The distinction between 
over-all cost and the better known unit pro­
duction cost should be clearly recognized.
T h e  F a l l a c ie s  o f  " O v e r -A l l ”  C o s t  
D e t e r m in a t io n
The determination of unit over-all costs 
represents in general a field o f cost accounting 
as yet undeveloped, and one in which accuracy 
o f results would be an unreasonable expecta­
tion. In  fact such cost must necessarily be 
mere approximations, subject to question from 
many angles.
For example, every business man knows 
that some products require only a minimum of
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selling effort, either because of low price, or 
because of long established public acceptance. 
Other products are constantly pushed by in ­
tensive advertising. Some perhaps are highly 
competitive and some are unique because of 
design or patent-protected construction. What 
sound bases then can possibly be set for the 
allocation o f selling and advertising expense 
to all products, when the only common factor 
is their dollar cost or dollar sales value? Or 
what can be done in  allocating an intensive 
advertising campaign oyer sales fo r the next 
several years? Should "institutional advertis­
ing”  be spread' equally over all sales, thus 
loading a standard low-price line as heavily 
as a "specialty”  high profit margin line? 
Similarly there w ill be problems in  the alloca­
tion of administrative and financial expense to 
products. Should there be an allocation to 
standard lines o f the engineering and develop­
ment work on new products ? The answer per­
haps is "no,”  but what i f  this work is all 
eventually scrapped and the new items are 
never put in production?
I t  is evident that i f  the prohibition against 
"selling below cost”  is to be used in  industry 
codes, i t  must first be carefully defined as to 
whether it  means "cost to manufacture”  in  the 
accounting sense, or "over-all cost”  in  the eco­
nomic sense. I f  it  means the latter, then, in 
my opinion, industry is w riting into its codes 
a mandate which is impractical o f application 
and is contrary to all o f our present concepts 
o f business.
T h e  F a l l a c y  o f  U s in g  " O v e r - A l l ”  C o s t s  
I n  C o d e s
The misconception concerning the meaning 
o f the phrase "not to sell below cost”  appears 
to be based on two things— first, a lack o f 
knowledge as to what constitutes cost and cost 
finding, and second, the feeling that therein 
lies a possible utopia which w ill permit o f a 
price regulation which w ill perhaps enable all 
businesses to operate at a profit. There is a 
failure to grasp the fact that the origination 
o f the phrase was purely an attempt to guard 
against vicious price cutting practices, and to 
promote among all businesses a better operat­
ing control through the use o f cost analysis. 
I f  it  is used at all in  a code, i t  should be 
clearly understood as meaning production cost 
— that is, cost which includes only the ele­
ments o f material, labor and proper allocations
of manufacturing overhead. An attempt to 
make it  include all o f the costs o f doing busi­
ness would have the effect o f making it  illegal 
fo r a business to operate at a loss. One has 
only to look back over the past few years to 
realize that a prohibition against selling any 
product at less than the approximately calcu­
lated over-all cost would be an absurdity. It 
is impossible to positively wed selling prices 
to total cost. Every business man knows that 
there are times when the life  o f the company 
depends upon going ahead in spite of a tem­
porary loss. I f  prices should be set according 
to total cost, even i f  such costs could be de­
termined, they might at times be so high as to 
prevent sales. They might be far out o f line 
w ith competition in  the industry and out of 
line w ith competition from substitute products.
W hile  it is true that we are changing some 
o f our conceptions o f business practice, and 
especially of competitive practices, I do not 
think it  safe to assume that we have achieved 
perpetual prosperity, and thus w ill never again 
need to undergo a period o f selling at a loss. 
Even under normal conditions most businesses 
make some sales at a loss, as when heavy sell­
ing and advertising expense is necessary in the 
introduction o f a new product; or when some 
work is taken on a "burden absorbing basis” 
in order to improve the status o f operations as 
a whole; or when some products are handled 
at a loss in order to complete a "customers’ 
line”  o f products; or when certain "loss lead­
ers”  are offered. This last condition is already 
the subject o f some violent argument under 
the new codes. Perhaps some o f these condi­
tions, under certain circumstances, are those 
which are considered "unfair trade practices” 
and are supposed to be eliminated by the code 
provisions. But I do not believe they can all 
be broadly ruled out. The real questions, how­
ever, concern the calculation o f cost which 
may be used as a standard in testing selling 
prices and the colossal job o f "policing”  un­
der such a code provision. For example, are 
the "costs”  which are supposed to regulate 
selling prices those which may be calculated 
from the operations of the preceding year, or 
from the preceding six months, or must they 
be currently calculated costs which may be 
constantly changing? Another consideration 
is whether the selling prices o f every business 
should be checked against its costs, or whether 
the comparison should be made only in the
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event of accusation. To anyone who has seen 
the time and effort involved in investigation of 
an unfair trade practice case under the Federal 
Trade Commission, involving the matter of 
costs, any serious thought of a broad applica­
tion to all industry of a rule that no sales shall 
be made below cost seems almost an incredi­
bility.
The fallacious idea that an industry code 
can be formulated which makes it  illegal for 
a business to sell any product at less than its 
over-all cost should be definitely dismissed. 
Instead, industry w ill do well to adhere to 
the idea that code provisions may be included 
which are designed to prevent vicious price 
cutting and to promote the establishment of 
uniform industry accounting and uniform 
methods of calculating production cost. I f  
this is done, then the N.R.A. codes w ill be the 
means o f accomplishing a great forward stride 
in industry practice and control. The point to 
guard against is the assumption that this is an 
easy matter and that only a short time w ill be 
required for its attainment. The facts are that 
relatively little  has been accomplished in the 
development o f uniform industry accounting; 
that every business is in some respects differ­
ent from every other; that the systems used 
must fit the business rather than that business 
should be forced to fit a system; and that 
patience, time and technical skill and experi­
ence o f a high degree are necessary in working 
out the problem for a given industry. I t  is 
difficult enough to develop and install a de­
pendable cost system fo r one business alone, 
and the requirements in  time and technique 
are vastly multiplied by attempting to apply 
uniformity o f procedure to scores or hundreds 
of businesses in the same industry.
A c c o u n t i n g  I n t e r p r e t a t i o n s  a n d  
P r o b l e m s  I n  R e g a r d  t o  C o s t s
In  view o f the vagueness which seems to 
prevail concerning the interpretation of costs 
and the purposes served by uniform industry 
accounting and cost finding systems; and 
especially in view o f the fact that many busi­
ness men seem to feel that the formulation and 
installation o f uniform methods for an indus­
try is an easy and quickly accomplished pro­
cedure, i t  seems advisable here to go into some 
detail in  this matter. W hat are costs, how 
may they be determined, what do they include, 
and what are some o f the difficulties encount­
ered in the installation of a cost finding sys­
tem?
Manufacturing costs may basically be split 
into two main classifications; first, those units 
of cost which are determined in a statistical 
manner, or as sample costs by specific observa­
tion, or by means o f subsidiary records not 
controlled in any way by the books o f account. 
These are often in  the nature o f estimates, 
may be built up in different ways, depend on 
broad allocations of expense and may some 
times be fa irly accurate. They are usually de­
termined at intervals rather than currently, 
and involve average rather than specific con­
ditions. They are useful in many ways, are 
usually far less expensive to secure than true 
costs, and depend upon the particular condi­
tions and upon the personal knowledge in a 
given plant. They are rarely checkable and 
could seldom be generally applied to different 
plants w ith any uniform ity of result. The 
second classification is costs determined as the 
result o f a currently effective system o f cost 
finding, controlled by the books of account 
and including all items of manufacturing ex­
penditure, distributed to products on some sat­
isfactory and uniform basis. This latter classi­
fication is the only one which w ill be con­
sidered here.
The components o f cost are as follows: 
direct labor plus direct material equals prime 
cost; prime cost plus manufacturing overhead 
equals cost o f production; cost o f production 
plus selling and delivery expense (including 
advertising and promotion), plus administra­
tive expense, plus financial expense, equals 
operating cost; operating cost plus operating 
profit or minus operating loss, equals selling 
price. (This o f course ignores non-operating 
adjustments.) In  sound accounting practice 
"cost”  is taken to mean the "cost o f produc­
tion”  as herein defined, and no other interpre­
tation is advisable in a code which specifies 
the development o f a system for uniform cost 
finding in  an industry, or prohibits selling 
below cost.
Even the problem o f determining this p ro­
duction cost is far from simple. In  the first 
place, there are usually several products or at 
least several sizes, types and finishes o f the 
same general product. There must be careful 
control over the distribution o f all charges to 
operations and products, and the type o f pro­
duction should determine the type o f cost sys­
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tem used. The first apparently simple stage 
o f charging direct material to the product 
may involve the follow ing points:
P h ysical con tro l ov er inventory, to  insure  
th at m aterial is accounted f o r ;  a  system  fo r  
handling incom ing invoices, checking against 
purchase orders, checking again st received  
m a te ria l ; insuring m ovem ent of m aterial to  
stock  room s, o r  accoun tin g fo r  it by m ove  
ord ers if carried  directly  to  the shop f lo o r; 
entering co st of m aterial and units of m ate­
ria l in stock  le d g e rs ; insuring ch arg es  to  
ord ers o r  products th rough use of requisi­
tions ; costin g m aterials again st orders o r  
products a t som e average, last, o r  w ritten  
down fig u re ; controllin g stock  ledgers to  the 
books of a cco u n t; determ ining th e m ethod  
of ch arg in g  incom ing f re ig h t; accoun tin g fo r  
rejected  and spoiled m aterial, fo r  re-used  
m aterial, fo r excess m aterial, fo r  substitution  
of m a te ria l ; insuring the classification of 
m aterial usage as betw een production and  
rep air or m ain ten an ce ; accoun tin g fo r  obso­
lescence ; controllin g th e substitution of m ate­
rials, parts, or sub-assem blies by variou s o rd ­
ers ; con trollin g again st e rro rs , p ilferage, or  
sh rin k ag e ; etc.
The charging o f direct labor to orders may 
involve almost as many points o f control, and 
may be even more difficult in application, due 
to the human element. Where men write their 
own time tickets, the charges are inevitably 
approximations. Where jobs are pre-planned 
and time is clock-recorded, the result w ill be 
more accurate, but requires careful supervision.
But the elements of material and labor cost 
may always be more accurately determined and 
distributed than may that o f manufacturing 
overhead. In  the first place, there are basic 
questions of what constitutes the items o f 
overhead. Should depreciation be charged on a 
straight-line basis, or on the basis o f machine 
hours, or on some other index o f production 
activity? Moreover what are proper deprecia­
tion rates— or more basically, should plant 
and equipment values be written down to a 
replacement level, or i f  plant and equipment 
have already been over-depreciated, should the 
values be adjusted upward? There is the 
matter of controlled records on repair, main­
tenance and replacement, and the coordination 
o f these policies with the policies on depre­
ciation.
Assuming that all such questions are satis­
factorily answered, then comes the question of 
allocation to products. Should overhead be 
distributed on the basis of labor dollars or 
labor hours; or is it  more equitable to dis­
tribute it  through machine or process centers? 
May it  be applied on some over-all basis or 
should it  be carefully departmentalized and 
then redistributed? Should there be some d if­
ferentiation between fixed overhead and varia­
ble overhead items, w ith different methods of 
allocation ?
The procedures which may be followed in 
regard to many o f these details w ill be influ­
enced by the type o f cost system which is de­
termined to be applicable to a given situation. 
Thus there are "Production Order Cost Sys­
tems,”  "Operation Cost Systems,”  "Process 
Cost Systems,”  "Standard Costs Systems,”  
and numerous other more specialized or less 
well defined. There are peculiar "allocated”  
cost systems usable in  certain industries, and 
there are combinations o f two or more o f the 
above systems necessary to meet certain cir­
cumstances. A ll o f these have been studied, 
worked upon and applied at some place or 
some time, and each requires a specialized 
knowledge of its particular application i f  
its installation and use is to be successful. 
The type which should be used is dependent 
upon the particular product and method of 
processing of the given business, and perhaps 
upon the necessity fo r making the best use o f 
existent records and customs in the business. 
Among the plants in a given industry it  might 
not be unusual to find several different types 
of cost systems already in use.
T h e  P r o b l e m s  o f  U n i f o r m  I n d u s t r y  
A c c o u n t i n g
Few businesses or industries seem to realize 
that a system o f uniform accounting is an 
essential prerequisite to a system o f uniform 
cost finding. Unless the charts o f accounts are 
in all essentials identical, w ith the make-up of 
each account well defined, the costs of each 
plant w ill be dissimilar. Even then, the matter 
o f distribution to accounts requires judgment 
and it is not infrequent to find, in the same 
office, that two people w ill charge the same 
item to two different accounts. Moreover, the 
detailed application o f the same basic cost sys­
tem to each plant must be accompanied by 
modification and approximations. I f  one plant 
in  an industry makes only one product, its 
cost problem may be relatively simple. But i f  
it makes several products, there w ill occur the 
problems of allocation o f expense, which w ill 
be hard enough in the manufacturing end, but
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which would o f course be almost fantastic in 
the selling, advertising financial and executive 
phases. Uniform  cost finding by industries is 
still further complicated by the fact that one 
given business may find itself w ith products 
or processes which lead to its inclusion under 
ten or fifteen different codes. I f  each code pre­
scribes a different method o f costing, what 
w ill that company do?
Is T h e r e  A n y  O f f i c i a l  O r i g i n  o f  t h e  
I n j u n c t i o n  A g a i n s t  S e l l i n g  
B e l o w  C o s t ?
This may sound too technical and too in ­
volved to have a direct bearing on the subject, 
but serves to give some idea o f what I  mean 
when I  say that industry is being very opti­
mistic in  so generally prescribing the "adoption 
of uniform systems of cost finding.
The prevalence o f this use in  industrial 
codes o f an injunction against selling below 
cost would lead to the belief that it  is in some 
way mandatory under the National Industrial 
Recovery Act. This is not borne out by a study 
o f the facts.
I f  we examine the Act itself (H . R. 5755) 
we find the follow ing phrase as a clue to the 
origination o f the idea: "Whenever the Presi­
dent shall find that destructive wage or price 
cutting or other activities contrary to the policy 
of this title  are being practiced in  any trade or 
industry . . . etc.”  This also ties in w ith the 
stated policy o f the Act— "to eliminate unfair 
competitive practices,” — but neither phrase 
bears definitely on the subject o f costs, unless 
there is the further assumption that "destruc­
tive— price cutting”  means cutting prices to 
less than cost.
The first official discussion of the Act was 
contained in the President’s Bulletin No. 1, 
issued on June 16, 1933, the same day the 
Act was approved. In  it  there is the explana­
tion that— "W e are relaxing some of the safe­
guards of the anti-trust laws. The public must 
be protected against the abuses that led to 
their enactment, and to this end we are put­
ting in  place o f old principles of unchecked 
competition some new Government controls.”  
There is also a somewhat contradictory in ­
junction that— " i f  we now inflate prices as fast 
and as far as we increase wages, the whole 
project w ill be set at naught. We cannot hope 
for the fu ll effect o f this plan unless, in  these 
first critical months, and even at the expense
of fu ll in itia l profits, we defer price increases 
as long as possible.”
Evidently i t  would be difficult to read into 
these phrases any prohibition against selling 
below over-all cost. In  fact, the opposite is 
true, i f  the last quotation alone is considered, 
for i f  a business had been operating at a loss, 
as so many did in  the first six months of 1933, 
and then it  raised wages and increased the 
number o f employees, yet "deferred price in­
creases as long as possible,”  it  would in ­
evitably be selling products at less than their 
total cost.
In  N.R.A. Bulletin No. 2 the only possible 
reference to price regulation is in  the state­
ment that industry codes should contain—  
"such means as each industry may find neces­
sary to protect its constructive and cooperat­
ing majority from the wasteful and unfair 
competition o f minorities or recalcitrants.”  In 
N.R.A. Bulletin No. 3, which deals entirely 
with the President’s Reemployment Agree­
ment, there is no reference to either prices or 
costs.
P r o b a b l e  I n c e p t i o n  o f  t h e  I d e a
Officially then, there is very little  which 
may be construed as necessitating any code in ­
terpretation that selling below over-all cost is 
to be prohibited. Nevertheless, the idea is al­
most all-pervasive. Among fourteen of the 
codes which had been approved prior to Sep­
tember 1, ten specifically defined selling below 
cost as unfair competitive practice. In  codes 
submitted but not yet approved, it also appears 
to be the rule that "selling below cost”  is pro­
hibited. There might be some point to all this 
i f  the term "cost”  were to be defined as that 
cost which includes only material, labor and 
manufacturing overhead —  sometimes called 
"cost o f production”  and sometimes known as 
"manufacturing cost.”  This, however, is not 
the case. In  some codes there is no definition 
of cost. In  others it  is made to mean total or 
over-all cost. In  still others it is made to in ­
clude a conglomeration of charges which fa ll 
into a variety o f accounting classifications. I t  
may clarify matters i f  fo r the moment we trace 
the inception o f the phrase and thereby try to 
determine the factors which have led to its 
inclusion.
Before the Act was signed, the National As­
sociation of Manufacturers issued a "Model
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Code for Self-Governing Industries”  in which 
w ill be found the follow ing suggestions:
“E a c h  of the above divisions, and any oth ­
ers w hich m ay subsequently be form ed, shall 
proceed a t once to  provide fo r  standard  
m ethods of costin g w hich shall be used by all 
m an u factu rers within th at division fo r the  
purposes of this section of the code.
“I t  shall be an u n fair m ethod of com peti­
tion fo r any such m an u factu rer to  sell below  
reasonable cost. W h a t is sta tistically  know n  
as the ‘m ode’ m ay be used as a  reasonable  
cost, but m ust be so approved. (N o te :  I t  
m ight instead be provided th at no prod ucer  
shall sell below his ow n co st of p ro d u ctio n .)”
Attention is called to the fact that the cost 
herein discussed is the cost o f production, 
which to an accountant means the cost to 
manufacture (namely, material, plus labor, 
plus manufacturing expenses) and not the 
over-all cost.
Almost a month later, under date of June 
29, 1933, a bulletin o f the Chamber of Com­
merce of the United States contained the fo l­
lowing query and answer, as information to 
code makers:
Q. M ay an industry agree not to  sell below  
co st?
A . Industries m ay not only ag ree  not to  
sell below co st (individual co st), but such  
agreem en ts a re  desired by the adm inistration. 
A n y rule on this subject should set fo rth  the 
various facto rs  w hich m ust be considered in 
determ ining cost and be based upon the uni­
form  cost system  approved by m em bers of 
the industry.
This interpretation varies from that in  the 
"Model Code”  in more positively specifying 
the use o f the agreement, in stating that the 
cost used shall be that o f the individual busi­
ness, and in  failing to give any definition of 
what constitutes cost.
A t intervals, from the fore part o f June to 
the middle o f July, various "Code Services”  
also mentioned this feature, suggesting that 
agreements not to sell below cost might be 
almost compulsory, but also indicating that 
there was no Government formula for cost and 
that industry in general had not arrived at a 
definition of "cost.”
Our own interest in the matter led to con­
sultation w ith several N.R.A. officials about 
the middle o f July, only to show that the mat­
ter o f definition o f cost was still a problem. 
One official believed that an exact definition 
o f cost would be excluded from the codes, but 
that they might contain some definition of
general principles applicable to the term 
"cost.”  Another official gave as his belief that 
the solution would lie in the working out o f 
agreeable arrangements w ithin each industry, 
which arrangements very probably would also 
include uniform cost accounting fo r the indus­
try. The general impression gained from this 
preliminary discussion was that no one had de­
cided what constituted cost, either from the 
viewpoint o f a single business or fo r an in ­
dustry as a whole.
P r e s e n t  C o d e  P r o v is io n s  R e l a t i v e  t o  
N o t  S e l l i n g  B e l o w  C o s t
Probably most code makers have studied the 
"Model Code”  previously quoted, and it may 
be accepted as containing the inception of the 
code use o f the idea that selling below cost 
constitutes an unfair trade practice. In  it the 
idea was fa irly reasonably proposed. The in ­
dustry control body was supposed to establish 
some basis whereby it  could determine 
whether any member o f the industry was sell­
ing below a reasonable cost of production, be­
cause such vicious price-cutting could not help 
being unfair competition. I t  apparently did 
not propose that industry should practically 
be compelled legally to operate at a profit, as 
would be the case i f  "cost”  was made to in ­
clude all o f the expenditures o f a business and 
perhaps also some element of profit. I t  did 
not attempt to set up a device whereby a leg­
ally permissible regulation could be trans­
muted into a price regulatory provision. But it 
did indicate that the use o f some standard 
methods o f costing would be a desirable fea­
ture for industry. Unfortunately the code mak­
ers for the various industries appear to have 
grasped at a phrase and generally to have mis­
interpreted the intent, or else to have used a 
phrase without any attempt to interpret or de­
fine its meaning.
A  few quotations, chosen at random from 
various submitted codes, w ill serve to illus­
trate the different interpretations and expres­
sions which have resulted. Thus the code of 
the shipbuilding and ship repair industry 
stated—
“ T o  accom plish the purpose contem plated  
by this A c t, the m em bers sign atory  to  this 
code agree  th at it shall be an u n fair m ethod  
of com petition to  sell below a  reasonable co st 
arrived  a t by a  system  of form ulas estab­
lished by the associations.”
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and thereby le ft a lot to the imagination or to 
further development.
A  different expression is found in the code 
o f the National Boot and Shoe Manufacturers, 
which recites:
“ T h e p ractice  of selling below co st is det­
rim ental to  the in d u stry ; and each m an u fac­
tu rer  shall submit upon request a statem ent 
from  a  certified public accoun tant recognized  
by the coop erative body fo r  the industry as 
qualified, to  the effect th at such m an u factu rer  
has a  proper cost accoun tin g sy stem ; which  
statem ent, how ever, m ay not be accepted as 
final by the coop erative, either as to  cost a c ­
counting o r  as to  selling below co st.”
The electrical manufacturing industry was 
very much more explicit, providing that
“E v e ry  em ployer shall use an  accounting  
system  w hich con form s to  the principles of  
and is a t least as detailed and com plete as 
the uniform  and stand ard  m ethod o f accoun t­
ing set fo rth  in the S ix th  E d ition  of the  
M anual of A ccoun tin g, prepared and pub­
lished by the N ation al E le c trica l M an u fac­
tu rers  A ssociation, and a  costin g system  
which con form s to  the principles of and is 
at least as detailed and com plete as the  
standard and uniform  m ethod of costin g to  
be form ulated o r  approved by the B o ard  of 
G overnors o r  E x e cu tiv e  C om m ittee of N a ­
tional E le c trica l M an u factu rers A ssociation, 
w ith such variation s th erefro m  as m ay be 
required by the individual conditions affect­
ing any em ployer o r  group o f em ployers and 
as m ay be approved by the B o ard  of G ov­
ern ors or E x e c u tiv e  C om m ittee of N ation al 
E le ctrica l M an u factu rers A ssociation , etc., 
etc .”
Adding also the prohibition that
“ N o  em ployer shall sell o r  exch an ge any 
product of his m an u factu re a t a price o r  upon 
such term s o r  conditions th at will result in 
the custom er paying fo r  th e goods received  
less than the co st to  the seller, determ ined  
in accord ance w ith the uniform  and standard  
m ethod of costin g hereinabove prescribed— .”
This association appears to have understood 
the intent o f the Act, to have followed some­
what the principles set forth in the "Model 
Code”  and to have provided a basis for in ­
dustry control, but the code phrasing leaves 
one much in doubt as to the meaning of the 
"cost”  specified.
This code provision may be compared with 
the follow ing quotation from a code draft, 
which may have missed the intent o f the Act, 
but which missed very little  in the line of busi­
ness expenditures, classifying practically every­
thing as a part o f cost:
Selling below  cost—
“I t  shall constitute u n fair com petition for  
any m an u factu rer to  sell his product below  
cost, excep t on close-outs. C ost as used h ere­
in is defined to include the actual cost of raw  
m aterials and sup plies; fa ir  w ages fo r  em ­
ployes ; pow er, light, heat, w ater and other  
m iscellaneous op erating exp en ses ; repair and 
m aintenance of buildings and equipm ent; 
executive, supervisory , sales and office sal­
aries and ex p e n se s ; advertising and prom o­
tional ex p e n se ; distribution and delivery e x ­
pense ; ren t fo r show room s and w areh o u ses ; 
legal and collection exp en ses ; bad debt lo sse s ; 
depreciation and obsolescence of buildings 
and equipment a t the rates provided under 
the F ed era l Incom e T a x  L a w ; in terest on 
indebtedness; in su ran ce ; t a x e s ;  and other  
expenses n ecessary  and incidental to  the  
m an u factu re and sale of the product. A fte r  
a  uniform  co st accounting system  shall have  
been adopted fo r  the industry, such system s 
shall be used by all m an u factu rers w ho are  
m em bers of the industry in allocatin g the 
above item s of co st on specific products.
I m p r a c t i c a l i t y  o f  P r e s e n t  
I n t e r p r e t a t i o n s
One might go on interminably quoting pro­
visions from code after code, bearing upon the 
prohibition o f selling below cost and the defi­
nitions o f cost computation, but the only effect 
would be to confirm the follow ing conclu­
sions :
1. T h a t th ere  is nothing inherent in the  
interpretations o r  requirem ents of the N . R . 
A . to  change the basic fa cto rs  of cost d eter­
m ination w hich have h ereto fore  been accep t­
able from  a  sound accounting viewpoint.
2. T h a t any code prohibition against selling  
below co st is m eaningless unless the term  
“co st” is carefu lly  defined and unless some 
provision is m ade as to  the m ethods and 
principles of com puting costs.
3. T h a t th ere  appears to  be too little  
know ledge on the p art of industry as to  w hat 
constitutes proper co st determ ination, and too  
vague a  conception of the detail and com ­
plexity  of proper co st finding system s.
4. T h a t industry is ra th er lightly w riting  
into its codes provisions on cost and accou n t­
ing w hich will be extrem ely  difficult and e x ­
pensive o f fulfillm ent, and w hich m ay in 
som e instances be un w arranted.
5. T h a t m any code provisions as now fo r ­
m ulated will be im possible of attainm ent and 
w ill not accom plish either the intent of the 
act o r  the desires of the industry.
This last conclusion is particularly true in 
view of the attempt to so greatly extend unit 
cost determination to include selling, general 
and financial expense, in  an effort to build a 
cost which w ill be directly comparable with
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the selling price. Industry would do well to 
realize that cost finding has a far greater 
value than that o f providing some basis for 
the determination o f selling prices. The use 
and the results of an effective cost system pro­
vide management with a dependable means 
for securing more effective operation, for 
eliminating wasteful and uneconomic pro­
cedures, for promoting high individual effici­
ency, for better meeting competition, for cur­
rently securing information on plant opera­
tions, and generally, for maintaining control 
and for developing sound business policies. 
I t  is true o f course that as management is pro­
vided w ith more dependable knowledge 
through improved cost and accounting pro­
cedures, this knowledge w ill be reflected in 
prices, and may go far in eliminating vicious 
price practices which have prevailed in the 
past.
T h e  P r a c t i c a l  M e a n s  f o r  S e c u r i n g  
P r i c e  C o n t r o l
The code provisions which prescribe the use 
o f uniform industry accounting and uniform 
cost finding systems thus w ill be of immense 
value to business as they are made effective, 
but required selling prices should not at the 
present moment be too closely allied to the 
costs which might thus be determined. I be­
lieve that a more practical method is required 
to fit the immediate need fo r some degree of 
price regulation, and to bridge the interval be­
fore dependably calculated costs are attainable. 
The method that was developed in the forma­
tion of the lumber code seems to fit this re­
quirement. I t  specifies the power o f the code 
authority to set minimum selling prices which 
shall serve as a cost protection, these prices 
being for the present based upon such cost in ­
formation as is available, but eventually being 
related to the costs secured through use of 
uniform industry cost methods. Since the code 
authority includes several government repre­
sentatives, there is some assurance that the 
minimum selling prices determined w ill be 
such as to protect the interests o f the consumer 
public. This is a rather practical method o f 
preventing vicious price cutting, and recog­
nizing the fact that it may be some time before 
the industry cost finding systems provide com­
plete or dependable figures fo r control pur­
poses. I  look fo r an increasing use o f this 
form, rather than acceptance o f what has here­
tofore been the usual phrase "not to sell below 
cost.”  The steel code also follows this trend 
in price control, and several codes use the 
method of clearing all price lists through the 
code authority, as being an immediately appli­
cable means o f avoiding wide price swings.
One of the main stumbling blocks in  the 
path o f proper code development has been the 
Governmental fear of anything that sounded 
like price fixing. Despite the waiving o f the 
anti-trust laws during the life  o f a code; de­
spite the strong control exercised by having 
Government representatives on the various 
Code Authorities; and despite the announced 
fact o f a new conception of control over in ­
dustry, the old bug-a-boo o f monopolistic 
price fixing still casts its shadow o f fear.
I t  would seem advisable that frank recogni­
tion be given to the fact that cost protection 
or cost recovery is the desired aim. But in 
avoiding code phrasing that might sound at 
all like fixing, sanction has been given to code 
provisions prohibiting "selling below cost”  
which, i f  they could be made effective, would 
lead to a more positive and less controllable 
price fixing than anything heretofore known. 
The incoherence and inconsistency of many 
of the submitted codes is less the fault o f the 
industry code committees than it  is o f the in ­
hibition against a frankly clear recognition of 
principles.
So m e  A s p e c t s  o f  t h e  " N e w  D e a l ”
I  do not want you to feel that I am being 
overly critical in this discussion of certain 
phases o f the industry codes which have been 
and are being formulated. American business 
has had suddenly thrust upon it the necessity 
for accomplishing in a few months a task 
which, in a process o f normal evolution, might 
not have been brought to completion in the 
next twenty or th irty years. I t  is faced w ith a 
new era, in  which some of the old principles 
of individualism and self-interest must give 
way to principles of cooperation and public 
interest. W e are a young nation and have 
much to learn. The changes in industrial 
structure which are being brought about by 
what we believe to be the pressure o f an in ­
ternal emergency may shortly be highly bene­
ficial in enabling the nation to meet the pres­
sure of international industrial competition. I t  
is difficult fo r this country to know or under­
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stand the changes which war and post war 
conditions effected in  the international co­
ordination o f the great European industries.
Briefly, my point is this: that an era of in ­
dustrial change is upon us, in  which many of 
our previous concepts must be modified, not 
only as a national matter, but also as an inter­
national necessity. The first step is coopera­
tion among businesses in  an industry. The 
second step is cooperation among industries 
from a national viewpoint, wherein the public 
interest takes precedence over individual self- 
interest. Accompanying these changes in view­
point and action must come the improvements 
in operating effectiveness which are partly the 
by-product o f release from destructive com­
petitive practices, and partly the result o f im ­
proved records o f operations.
Many business men feel that they have been 
caught up by a tidal wave which completely 
alters all o f the former trends o f industry, but 
my belief is that there has been no radical 
change in trend. Rather, the pressure o f neces­
sity has resulted merely in a surge or intensifica­
tion o f the trend which has existed for the 
past several decades, and which has been mani­
fested in  the growing use and importance of 
trade associations; which was misapplied in the
nineties in our use o f trusts; which permitted 
the strong recent trend toward consolidation 
and combination in  business; but which has 
not been really understood or properly devel­
oped in any of these manifestations. Now we 
are close to the truth that business exists as a 
service to mankind and cannot prove superior 
to humanity.
The Act may not accomplish 100% o f all 
that its sponsors intend, but it  fosters the step 
forward, both socially and economically. The 
natural trend o f business in this country has 
been steadily toward better wages and shorter 
working hours, and the Act merely serves to 
accelerate the tempo of this trend. Similarly it 
aids the existent trend toward industrial co­
operation and control. Man progresses by ex­
perimentation and out o f our first crude efforts 
come the eventual practical result. I  have con­
fidence in the capitalistic system which has 
made this the greatest nation in  the world. 
I  have confidence in the courage and ability 
o f our people, in whom the energetic, pioneer­
ing strain is still strong. And I  have confidence 
in  the principles of humanity which have been 
developed by a period of adversity and are not 
being forgotten in  our new progress toward 
industrial rehabilitation.
The Milwaukee Meeting
T HE Twelfth Annual Meeting o f The 
American Society o f Certified Public Ac­
countants was held in Milwaukee September 
18 to 21.
Twenty-eight states were represented in the 
registration which totalled 261, California and 
Washington in the extreme West, North Da­
kota and Minnesota in the North, Massachu­
setts in the East and Florida, Alabama Louisi­
ana, and Texas, in  the South. As always 
happens, the entertaining State was the most 
largely represented and Michigan maintained 
its reputation o f registering the first or second 
largest number present outside of the enter­
taining State. This year it led Illinois by two 
for the honor o f first place.
The first o f the officials reaching Milwaukee 
was Herman C. J. Peisch, accompanied by the 
good wife. The Secretary w ith  his two ladies 
followed shortly after. That completed the
Saturday enrollment. Sunday morning early 
Henry M ille r from New Orleans, Jack Tanner 
from Detroit, Madison, Chicago, e.g., E. G. 
Prouty from Des Moines, Iowa, together w ith 
their better-halves, drove in  and from that 
time on practically each hour added to the ar­
rivals. Sunday evening the New Pfister, the 
headquarters hotel, swung the electric sign 
"Certified Public Accountants”  and thus an­
nounced the annual gathering o f the represen­
tative members of the accountancy profession.
Monday morning the Executive Committee 
breakfasted together after which it  completed 
its report which was as follows:
" In  presenting the report o f the first year’s 
experience under Article V I I I  o f the Constitu­
tion, your Executive Committee is o f the opin­
ion that the amendment o f a year ago has 
resulted in  adding to the efficiency o f the or­
ganization.
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"O nly three definite decisions have been 
made by the Committee during the year but 
the interchange of correspondence has given 
the president and secretary much valuable in ­
formation.
"The request of the New York State Society 
fo r the appointment o f a committee to con­
sider w ith other committees the advisability 
o f a single national accountancy organization 
was considered by the Executive Committee, 
which recommended that the Directors author­
ize the appointment o f a Special Committee by 
the president. The personnel o f the commit­
tee named was D. W . Springer, Chairman, 
James F. Hughes, E. L. Kohler, Frank W ilbur 
Main, and H. C. J. Peisch. No meeting w ith the 
several committees appointed has been held.
"The introduction o f a Federal Securities 
Act created a condition in which accountants 
were vitally interested. W ith  its passage the 
Federal Trade Commission sought all avail­
able suggestions and assistance in preparing the 
Regulations required. The regular Committee 
on Federal Legislation had not been selected 
w ith this special feature in  mind and a special 
committee was authorized. The follow ing 
committee was named: Joseph J. Klein, Chair­
man, Horace P. Griffith, Frederic A. Tilton, 
Robert E. Payne, and Carl Penner. That com­
mittee functioned very satisfactorily.
"The passage of the National Recovery Act 
raised the question in the minds of the profes­
sion at large as to the necessity or advisability 
o f filing  a code. I t  was the opinion of your 
committee that unless the Recovery Adminis­
tration should issue a definite ruling  that pro­
fessions were included under the terms of the 
Act, no steps should be taken to file a code 
representing the Accountancy Profession.
"The concurrence o f the directors in the 
first action has been given and it  is requested 
that the other two actions be ratified.
"From the organization of The Society the 
president has been furnished w ith copies of 
al l  letters sent out from the office, except 
those which were merely routine in  nature.
"Later the plan was adopted of sending the 
first vice-president copies o f those letters deal­
ing w ith any matters involving future policies. 
The experiences of the year indicate the wis­
dom of trying out next year the plan o f send­
ing copies of all policy letters to each member 
o f the Executive Committee.”
The forenoon was given over to registra­
tion, greeting old friends as they arrived, mak­
ing acquaintance w ith the newcomers and get­
ting ready for the events o f the afternoon.
The golf tournament, held at the New Blue­
mound Country Club, the scene o f the last 
P.G.A. Tournament, drew a larger field of 
contestants than had ever appeared in any pre­
ceding meeting. Eleven ladies and fifty  men 
participated. Raymond A. Duggan o f Chi­
cago, who had secured the lowest gross scores 
in  the 1930 and 1932 competitions, won the 
Springer Cup for the th ird time w ith a 77. 
Thus after ten years of combat Champion 
Duggan writes finale to the list o f fallen 
heroes thereon engraven— 1924, A. C. Up­
leger, Waco, Texas; 1925, W . J. L. Patton, 
Richmond, V irg in ia ; 1926, W . J. L. Patton, 
Richmond, V irgin ia; 1927, Wm. T. Royston, 
Pittsburgh, Pennsylvania; 1928, Carl E. 
Dietze, Milwaukee, Wisconsin; 1929, Alex­
ander S. Banks, New York City; 1930, Ray­
mond A. Duggan, Chicago, Illinois; 1931, 
Paul O. Dittmar, Chicago, Illino is; 1932, 
Raymond A. Duggan, Chicago, Illino is; 1933, 
Raymond A. Duggan, Chicago, Illinois.
J. Arthur Marvin o f New York City, for 
the first time in his life  broke a 100 gross and 
won the District o f Columbia low net cup.
The other low gross winners to whom prizes 
were presented at the time of the banquet, 
were Raymond L. Bischoff and Carl E. Dietze, 
o f Wisconsin, George Rossetter o f Illinois, 
W . P. Westphal, Fred A. Kirckhoff, and 
Maurice Weinstein o f Wisconsin. The low 
net winners were W illiam  Charles, Fred King, 
and John Conley o f Wisconsin, W illiam  T. 
Sunley o f Illinois, F. L. W ilcox o f Texas, and 
Herman C. J. Peisch o f Minnesota. The low­
est score on three selected holes was made by 
W illiam  H. Moberly o f Kansas, W illiam  
Koch of Wisconsin being second. The three 
highest scores were made by Carl Penner, 
Erwin Ritzier and Edward Benton o f Wiscon­
sin. The State Team contest was won by W is­
consin, Illinois second, and Minnesota third.
The ladies tournament was won by Mrs. 
Herman Peisch of Minnesota, followed by 
Mrs. John Schmidt o f Illinois, Mrs. Fred 
Kirckhoff, Mrs. Andrew Peterson, Mrs. L. W . 
Birkett, Miss Theresa N . Goedert and Mrs. 
C. A. Steidle of Wisconsin.
Those who did not participate in  the golf 
tournaments were taken on a sight-seeing trip 
o f the city in the afternoon, winding up the
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trip at Schlitz after which they returned to the 
hotel.
The 1932-1933 Board of Directors held its 
last meeting Monday evening, passing on the 
reports of the year. I t  approved the actions 
taken by the Executive Committee as shown in 
that report.
Monday evening the reception at the Pfister 
was well attended and thoroughly enjoyed.
The Hotel Pfister lent itself very conveniently 
to the Exhibition which had been arranged by 
the Milwaukee Committee and in  which the 
concerns represented were:
Burroughs Adding Machine Company;
Commerce Clearing House, Inc.;
International Business Machines Corpora­
tion;
Monroe Calculating Machine Company;
John Nichols, Inc.;
Stationers Loose Leaf Company.
Tuesday morning the annual convention of 
State Representatives convened w ith First 
Vice-President George P. Ellis presiding. 
Hugh A. Sinclair, President o f the Wisconsin 
Society o f Certified Public Accountants, pre­
sented the greetings o f our hosts. The two 
major subjects discussed were State Society A f ­
filiations and A Code. A t the conclusion of 
the session a resolution was adopted that it 
was the sense of the Convention of State Rep­
resentatives that the Board of Directors should 
submit to the members of the Society further 
information on the N R A Code question, 
bringing the subject down to date from the 
two letters previously sent out by the Secretary 
and seeking from members expressions of 
opinion on the advisability o f presenting a 
Certified Public Accountants Code; and sug­
gesting further to the Board of Directors that 
it might be advisable to notify the members 
of the Society that the signing o f the Presi­
dent’s Recovery Agreement by individual 
members o f the Society is not inconsistent 
w ith and not objectionable to the official pro­
nouncement of the Society on the subject of 
the National Recovery Act.
This year luncheons were inaugurated for 
the first time at which different groups came 
together at the luncheon hour fo r the purpose 
o f discussing in  a more intimate manner than 
could be done in  a general session any special 
problems in  which any o f the groups were 
particularly interested. The luncheon group 
Tuesday noon included officers, Directors and
Representatives of the Society and the time 
was devoted to an interchange o f ideas by 
those present relating to the welfare o f the 
Society as a national professional organization.
Tuesday afternoon the opening session was 
presided over by First Vice-President Ellis. 
Following the Invocation by the Reverend 
Richard E. Evans o f Wauwatosa Presbyterian 
Church, addresses o f welcome were given by 
representatives o f the city and State, which 
were responded to by Henry J. M ille r of 
Louisiana, Chairman o f the Advisory Board. 
The President’s Address was given by Ralph 
W. E. Cole of California. Following this W il­
liam Gordon Buchanan of Washington, D. C., 
recently elected a Director in the National As­
sociation of Credit Men, brought greetings 
from that organization. Officers’ and commit­
tee reports, found elsewhere in this issue, were 
presented in printed form for those who de­
sired to read them. A t this point the first 
switch in the order of the program was made. 
Baldwin B. Bane, Chief of the Securities D i­
vision of the Federal Trade Commission, 
asked to be placed on the Tuesday afternoon 
program and Norval A. Hawkins o f M ich i­
gan, having been detained by reason of un­
expected prolongation o f a banking problem 
which could not be postponed, the change was 
made. Mr. Bane’s address appears in this issue 
and the discussion of the same w ill be printed 
later.
During the afternoon the ladies were enter­
tained by the Milwaukee Ladies Committee at 
tea and by an international pageant.
A t five o’clock the 1933-34 Board o f D i­
rectors held its first meeting. The Secretary 
presented a resume of the work which had to 
be done during the progress o f the meeting. 
The Chairman o f the Budget Committee, 
Walter D. W all, presented a suggested budget 
for the ensuing year which was discussed and 
adopted at a later session. George P. Ellis of 
Chicago was elected as President and various 
nominations were made for the other offices 
to be filled without any action being taken. 
Telegrams and communications were read from 
various individuals and the Secretary was d i­
rected to reply thereto. The report o f the 
Auditors for the year, Tyler, Stovall &  Co., 
by Clyde B. Stovall, was presented. Messrs. 
Howard W . Painter o f Indiana, Francis Ross 
o f Michigan, and Lyle T. Hines of Minnesota 
were appointed Tellers. The follow ing Com­
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mittee on Resolutions was appointed, W . T. 
Sunley o f Illinois, Thomas Evans of M ich i­
gan, and Leslie J. Richard o f Alabama.
A  dinner dance at the New Bluemound 
Country Club provided the entertainment of 
the evening. The crowd le ft the Pfister at 
seven o’clock and returned at two o’clock.
Wednesday morning the general subject for 
discussion was State Board Problems. The 
session was presided over by Chesley S. Gold­
ston, Second Vice-President and Secretary of 
the Virginia State Board of Accountancy. Four 
subjects had been arranged w ith leaders as 
follows: Basis o f Examination, Edwin E. 
Leffler o f New York; Interstate Practice, 
Horace P. Griffith, Pennsylvania; Interstate 
Recognition W illiam  J. Christian o f Alabama; 
Complaints, Frank L. W ilcox o f Texas. 
Messrs. Griffith and Christian were detained 
by unexpected engagements but papers had 
been received w ith reference to the subjects 
they were to present. A fter two of the topics 
had been discussed it  became necessary to 
make another change in the program. Deneen 
A. Watson, Secretary o f the National Associa­
tion of Securities Commissioners, found it 
necessary to present his paper Wednesday 
morning instead o f Wednesday afternoon, as 
was scheduled, and the last two subjects origi­
nally selected for the morning were trans­
ferred to the afternoon.
Wednesday morning the ladies were taken 
for a trip  through Waukesha County Lake 
Region with luncheon at Draper Hall, Ocono­
mowoc, a delightful trip  as they all reported.
The luncheon Wednesday noon included 
members o f State Boards representing f i f ­
teen states. The members present became so 
interested in  exchanging information that on 
adjournment they agreed to meet again fo l­
lowing the afternoon session and after that 
they had a third session Thursday at luncheon 
time.
Two states outside o f Wisconsin were rep­
resented by their entire Boards— Minnesota 
and Kentucky.
Wednesday afternoon the rearranged pro­
gram included an address by Charles D. 
Hamel, o f the law firm o f Hamel, Park and 
Saunders, and Raymond Benjamin, Washing­
ton, D. C., who spoke on "Securities Act and 
the Responsibility of the Accountant,”  fo llow ­
ing which many questions were asked and 
answered.
President Cole had to leave the meeting in 
order that he might broadcast in  a series that 
had been arranged. Second Vice-President 
Goldston presided the balance o f the session.
The 1933-34 Board of Directors had a sec­
ond session at which time invitations fo r the 
1934 meeting were received from four State 
societies. Considerable business of an admin­
istrative character was transacted and the meet­
ing adjourned at eight o’clock.
Wednesday evening was listed as Bohemian 
N ight w ith the entertainment on the Hotel 
Pfister Roof Garden. Music was furnished by 
Herr Koch’s L ittle German Band and those 
present recognized the proprieties o f the oc­
casion by entering into the festivities in a 
whole-hearted manner.
Thursday morning Logan Morris, Chair­
man of the United States Board o f Tax A p­
peals, addressed the meeting and answered 
questions propounded to him at the close of 
his paper. The balance o f the morning was 
spent w ith a Round Table on "W hat is Cost?” 
presided over by Eric L. Kohler, Chairman of 
the Committee on Technical Affairs.
The Thursday luncheon was given over to 
State Society officials, and committeemen, W al­
ter A. Staub, President o f the New York State 
Society of Certified Public Accountants, acting 
as chairman. A t the close of the session the 
follow ing statement was adoped:
"The officers of nineteen State Societies of 
Certified Public Accountants informally assem­
bled during the 1933 annual meeting of The 
American Society of Certified Public Account­
ants have discussed the suggestion contained 
in a communication of the President of the 
New York State Society of Certified Public 
Accountants, addressed to the presidents o f the 
two national organizations of public account­
ants and to each State Society, in which it  was 
urged that consideration be given to the value 
of a single national organization which could 
be representative o f the entire profession. The 
follow ing conclusions were reached:
"A . The events of the past year have fu r­
ther demonstrated, and the possible develop­
ments o f the near future indicate, the desira­
b ility o f the accountancy profession being 
represented by one national organization which 
may speak w ith undivided authority fo r the 
entire profession.
"B. The representation o f the profession by 
one national organization would facilitate the
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development of closer relations between such 
national organization and the State societies. 
This is highly desirable in view of the fact 
that laws regulating the professions, including 
public accountancy, are, under American prac­
tice, enacted by the states and not by the Fed­
eral Congress.
"C. I t  is highly desirable that representa­
tives o f the two existing national organizations 
be authorized to confer in  an endeavor to 
evolve a plan which would bring about the 
unification o f the profession through one na­
tional organization w ith fair regard to the 
rights and privileges o f the membership of 
the two present organizations. I t  is under­
stood that any plan evolved by a jo in t com­
mittee would be subject to the approval o f the 
membership of the respective national organi­
zations before it  could become effective.
" In  view of the foregoing conclusions, and, 
in an effort to hasten the consummation o f the 
desired end, we present these conclusions to 
the annual meeting o f The American Society 
o f Certified Public Accountants and commend 
its action in having appointed a committee to 
cooperate w ith a committee of the American 
Institute o f Accountants to study plans under 
which a single national organization might 
result.”
The ladies had a bridge luncheon at the 
Surf at one o’clock.
The Thursday afternoon session had to do 
w ith State Society Problems, presided over by 
Robert E. Payne, President o f the Illinois So­
ciety o f Certified Public Accountants, who dis­
cussed in  his remarks the subject o f Practice 
Procedure Conditions. The other subjects and 
leaders were Accountant Problems Relating to 
Industrial Codes, Earle M. French o f Massa­
chusetts; Related Group Coöperation, Philip 
S. Suffern, New Jersey; State Society Member­
ship, W . M. Madden of Indiana; Bidding and 
Minimum Fees, Thomas A. W illiams of 
Louisiana. A t the close o f the program the 
follow ing resolution, presented by Mr. W il­
liams, was adopted:
" W h e r e a s ,  A t the annual meeting o f The 
American Society o f Certified Public Ac­
countants, held at Milwaukee, Wisconsin, 
after having had presented for the considera­
tion o f the membership present the questions 
o f competitive bidding and minimum fees, 
followed by a fu ll discussion of those subjects, 
and feeling competitive bidding to be im ­
proper per se— as being a method of practice 
that tends to detract from the dignity of the 
profession, lowers standards, and lessens ef­
ficiency in the rendition of service to the 
client,
T h e r e f o r e ,  B e  I t  R e s o lv e d :  That the 
members present are o f the opinion that the 
selection of an accountant on the basis o f the 
lowest bidder is inconsistent w ith the primary 
purpose o f and use for a professional service; 
puts such service chiefly on a competition of 
price rather than ability; tends to restrict the 
scope of an audit and make less possible a fu ll 
disclosure of essential facts; affects adversely 
the interest o f those who w ill make use o f 
and rely upon the audit report; and
" B e  I t  F u r t h e r  R e s o lv e d ,  That the D i­
rectors of The American Society are requested 
to express an official opinion that this method 
o f securing clients should be discouraged by 
all its members and encourage the members to 
take effective means to educate the business 
public as to its impropriety.”
The Board of Directors at its Thursday 
morning meeting voted that the papers relat­
ing to the Securities Act presented by Messrs. 
Bane, Hamel, and Watson be put out as a 
reprint monograph and a copy sent to each 
certified public accountant. The Board also 
authorized the appointment of a Committee 
on Securities Act Practice Procedure. I t  en­
dorsed the effort being made to place trade 
and industry on a natural fiscal year basis as 
regards its annual statements. I t  authorized 
the appointment of a Committee on Coöpera­
tion with Credit Associations.
The resolution adopted by the Convention 
of State Representatives, heretofore referred 
to, was in  turn, after discussion, referred to 
the Executive Committee to prepare the neces­
sary pronouncement.
A t an afternoon meeting of the Board of 
Directors on invitation of the Society of Cer­
tified Public Accountants o f the State o f New 
Jersey, Atlantic City was selected as the meet­
ing place fo r 1934.
The follow ing report was received from the 
Tellers:
"Your Tellers would respectfully report 
that they have examined the ballots fo r the 
election o f Representatives and Directors and 
amendments to the Constitution and By-Laws 
and find the results in  accordance with
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the listings in Ju ly, A ugu st, and Septem ber 
issues o f  T h e  C e r t if ie d  P u b l ic  A c c o u n t ­
a n t , excep t that the R epresentative fro m  
M aine, C hester A . Jo rd an  had n ot been listed.
"They found two ties in  the election of State 
Representatives follow ing the second ballot 
and in accordance w ith the constitutional pro­
visions cast lots between the members tied w ith 
the result that the Representative from Arkan­
sas is Caddie H. Kinard and the Representa­
tive from Georgia is Sydney T. Lee.”
The follow ing officers were elected for the 
year 1933-34: First Vice-President, W illiam
C. Heaton, New Jersey; Second Vice-President, 
Paul R. Strout, Washington; Secretary, D. W . 
Springer; Treasurer, Carl E. Dietze, Wiscon­
sin ; Member Executive Committee, Frank W il­
bur Main, Pennsylvania.
The banquet Thursday evening closed an 
extremely successful meeting. Carl E. Dietze 
acted as Toastmaster. The guest speaker was 
the Honorable Robert M. La Follette, United 
States Senator from Wisconsin, who discussed 
the conditions which made the National Re­
covery Act necessary, together w ith the pos­
sible benefits which would ensue therefrom.
The trophies and prizes won in  the golf 
tournament were awarded.
A  floor show entertainment was interspersed 
during the proceedings.
The Committee on Resolutions presented its 
report:
" I t  is the pleasant duty of your Committee 
on Resolutions to offer you the follow ing ex­
pressions of our appreciation to those who 
have done so much to make this convention 
one which we shall long remember;
"To the members o f the Wisconsin Society 
o f Certified Public Accountants and to our 
fellow accountants of Milwaukee who were 
members of the Convention Committee, we 
extend our whole-hearted thanks for their 
magnificent hospitality and their thoughtful­
ness in  caring fo r our needs and pleasures;
"To the ladies’ committee o f the convention 
we express our gratitude and admiration for 
their gracious hospitality, and the skillfu l 
manner in which they have welcomed us and 
made our all too brief visit a memorable one;
"To those who contributed so generously 
to the success of our business and technical 
meetings, and particularly to Mr. Baldwin B. 
Bane, Mr. Charles D. Hamel, Honorable
Logan Morris, and Mr. Deneen A. Watson, 
we express our deeply fe lt gratitude;
"To our speaker o f the evening, Senator 
Robert M. La Follette, we extend this expres­
sion of our appreciation fo r his masterly, in ­
teresting and inspiring address.
"And, at this convention it  becomes our 
particular pleasure to offer our appreciation 
to a man whose services have so long been 
the bulwark o f our Society’s foundation. To
D. W . Springer we extend this deep and truly 
heartfelt tribute to his unflinching courage, 
his tireless energy, and his memorable contri­
bution to our profession.
"W e have enjoyed our stay in  Milwaukee, 
and, in closing our report, we request the 
Secretary to convey our appreciation to those 
who contributed to our program and enter­
tainment.”
President Cole introduced the officers-elect. 
President-elect Ellis made an appropriate re­
sponse follow ing which the last item on the 
program, dancing, was indulged in by those 
present until the wee sma’ hours.
In  choosing the time when the meeting 
would be held, Carl Dietze reported that he 
had carefully studied weather conditions each 
week fo r the months o f September and Oc­
tober over a period o f five years and had se­
lected this particular week as the one which 
had given the most ideal weather conditions. 
He was a good prognosticator. Only Denver 
in all o f the meetings o f The American So­
ciety could be said to have approached M il­
waukee in the character o f weather presented.
By reason o f the timeliness o f the topics 
selected and the forcefulness o f their presen­
tation by the several speakers, the program may 
be said, without any disparagement to other 
programs which preceded it, to have been 
the most profitable one which the Society has 
enjoyed. The entertainment provided by the 
Wisconsin Committee, both men and women, 
presented a variety from which everyone pres­
ent was able to select something to his or her 
lik ing and as the meeting closed the general 
consensus o f opinion as last farewells were 
said was that Atlantic City in 1934 would see 
all those present who were at Milwaukee and 
a much larger group from the East than had 
travelled westward. Begin now to make your 
plans to be present.
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REPORT OF TH E COMMITTEE O N 
COMMERCIAL AR BITR ATIO N
Economic and political conditions through­
out the past year have not been propitious for 
the advancement o f legislation to provide for 
the arbitration of commercial disputes. En­
couragement has not been lacking, however, 
because of indicated increase of interest from 
business sources and from the courts. The 
latter, in places, have shown disposition to 
press litigants into arbitration fo r reasons of 
relief o f dockets and economy to all concerned.
Conditions which are being created under 
the N IR A  should be conducive to stimula­
tion o f interest on the part o f the whole 
business community in the arbitration of com­
mercial disputes in preference to litigation 
through the courts. There is opportunity for 
educational work in  this direction on the part 
o f certified public accountants as a civic and 
social service. The American Arbitration As­
sociation has been doing its part in  this direc­
tion through efforts to have arbitration clauses 
incorporated in  codes submitted to and ap­
proved by the NRA. That Association has 
distributed much literature on the subject and 
has gone so far as to bring about the organiza­
tion o f a division of the Association under the 
title o f National Council on Trade Relations, 
which is designed to provide an impartial 
mechanism fo r the correction o f unfair trade 
practices as between producers and distribu­
tors in  relation to the N IR A. Certified public 
accountants who are interested in this or any 
other phase o f commercial arbitration can 
obtain literature or information thereon by 
addressing a request or an inquiry to Ameri­
can Arbitration Association, 521 F ifth  
Avenue, New York, N . Y.
The American Arbitration Association ad­
vocates the follow ing as an arbitration clause 
for insertion in a commercial contract:
"Any controversy or claim arising out o f or 
relating to this contract, or the breach thereof, 
shall be settled by arbitration in accordance 
w ith the Rules o f the American Arbitration 
Association then obtaining, and judgment 
upon the award rendered may be entered in 
the highest court o f the forum, state or fed­
eral, having jurisdiction.”
The National Council on Trade Relations 
advocates the follow ing fo r an arbitration 
clause to be inserted in a Code which is put 
into effect under the N IR A, viz:
"Any complaint, difference, controversy or 
question o f fa ir competition which may arise 
between a member o f this industry and a 
member o f any other industry, under or out 
o f this Code or a Code o f Fair Competition 
adopted by such other industry, or any ques­
tion involving a conflict between provisions 
o f this Code and o f any other Code affecting 
this industry, shall be adjusted by mediation 
through the facilities of the National Council 
on Trade Relations or be submitted to arbi­
tration under the Rules o f the American A rb i­
tration Association, as the parties may elect.”  
Respectfully submitted for the Committee, 
H o m e r  A. D u n n ,  Chairman.
REPORT OF COMMITTEE O N  PAN- 
AM ERICAN RELATIONS
Your Committee this year has very little  to 
report because of disturbed conditions in 
South America which apparently prevented 
any consistent advance in the accounting pro­
fession. Therefore, the information which 
follows regarding some of the Central and 
South American - countries is chiefly an en­
largement upon what has been reported before.
Mexico. Our Committee member in Mexico, 
M r. Herbert Himes o f Monterrey, has the fo l­
lowing to say:
" I  wish to state that the University of Mex­
ico conducts a course in accounting, which re­
quires six years to complete. A fter the first 
four years, the student is given the degree as 
Bachelor of Arts, and on the completion of 
two years o f additional study, he is given the 
degree of Titled Accountant.
"There are no state laws nor national laws 
relating to the practice of public accountancy 
in Mexico. There is a society of accountants 
in Mexico City, known as 'Sociedad de Con- 
tadores Titulados’ ( ’Society of T itled Ac­
countants’) . This society has its by-laws, etc., 
which govern its members, but has no official 
recognition from the government, and I  un­
derstand that same was organized for mutual 
protection of its members engaged in public 
accounting work in Mexico City and the Fed­
eral Districts.
"Under certain conditions, such as bank­
ruptcy, etc., the courts appoint experts to assist 
in preparing the necessary financial statements, 
but these experts are not required to be titled 
public accountants, the appointment being
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made by the Judge, on his own opinion as to 
the ability o f the person designated.”
Your Chairman also has the follow ing in ­
formation from other sources:
1. The professional examination comprises 
three steps: a thesis, problem, and an oral 
examination.
2. The Certified Public Accountant degree 
is purely a university degree and only the Na­
tional University o f Mexico has the power to 
confer it. In  addition, one may obtain the 
Fiscal Public Accountant degree which the 
University is also empowered to grant. Still 
mother profession is recognized, namely, that 
of Private Accountant, which is not conferred 
by the National University but by the Depart­
ment o f Public Education.
3. In  Mexico City, two associations exist, 
namely, the Certified Public Accountants Insti­
tute, and the Accountants and Bookkeepers 
Association. Admission to the Certified Public 
Accountants Institute calls fo r a fee of $200, 
Mexican currency, and a thesis relative to the 
public accounting profession based upon prac­
tice plus a diploma from the National U n i­
versity or from the department which fu r­
nished the diploma prior to the University 
requirements, and three years o f practice.
4. The members o f the Certified Public Ac­
countants Institute have received considerable 
recognition in that they have been given 
prominent positions in both the commercial 
field and in public office. This is evidenced 
by the fact that the last Minister o f Finance 
o f Mexico, the Under Secretary in this depart­
ment, the Federation Controller, and other 
prominent officials were all public accountants. 
Apparently the task of reorganizing the ac­
counting in  governmental departments has 
largely fallen to the Certified Public Account­
ant.
Costa Rica. In  1931 your Chairman re­
ported on conditions in Costa Rica and now 
wishes to state that there have been no new 
developments which would be of interest to 
The American Society. Whatever members of 
the profession are in Costa Rica, they have not 
thus far organized any association. I t  seems 
that no uniformity exists w ith regard to the 
preparation o f balance sheets fo r either private 
industry or governmental units. Many o f the 
practitioners are limited to a bare bookkeeping 
education.
Argentina, Argentina, as previously re­
ported, has laws which regulate the type of 
books and accounts that private industry must 
keep. The control o f these laws is in  the 
hands o f the Ministry of Finance which, how­
ever, is most largely concerned w ith the ad­
ministration and control o f the personnel in 
governmental departments. Late in 1931 vari­
ous boards o f administration were created or 
reorganized and their functions definitely 
fixed. A ll o f the departments, called the 
Boards o f Administration, are required to pre­
pare annual budgets and to coordinate their 
work w ith the Accountancy General Depart­
ment of the nation, the latter having the 
power to inspect the budgets and salary sched­
ules, etc., o f the various boards and to super­
vise other accounting procedures. Each Board 
o f Administration, and there are seven Boards 
(Interior, Posts and Telegraphs, Prefecture of 
Police o f Buenos Aires, Foreign Affairs and 
Worship, Finance, Justice and Public Instruc­
tion, and Agriculture), is divided into three 
sections, namely, Secretarial, Accountancy, and 
Treasury. The Accountancy section, in which 
we are interested, is merely an accounting 
recording division and is supposed to watch 
carefully the movement o f all funds and the 
expenditure o f funds in connection w ith the 
budgets. This department keeps the following 
records: Forecasts, Estimates, Movement of 
Funds, Charges, and Patrimony.
In  order to check the national law o f book­
keeping as that law affects the different boards 
o f administration, the Accountancy General 
Department o f the nation has a delegate and 
his assistants functioning on each board. The 
work o f this delegate is to see that all o f the 
bookkeeping provisions are complied w ith and 
that whatever funds are assigned to the vari­
ous boards shall be accounted for strictly in 
accordance w ith fund accounting. A ll ex­
penditures are, therefore, carefully watched by 
the delegate from the Accountancy General 
Department. In  fact, the position o f delegate 
is practically that of an auditor. Monthly re­
ports are made by each board o f administra­
tion which are handed to the delegates of the 
Accountancy General Department and sub­
mitted to the central office of the latter. The 
requisitioning o f funds fo r each board must 
also pass through the hands o f the delegate 
o f the Accountancy General Department. The 
intent o f the present law regulating these 
matters is that the Accountancy General De­
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partment o f the nation shall establish standard 
forms w ith regard to the books, statements, 
classification o f accounts, etc., in all the boards 
of administration.
Guatemala. No profession of public ac­
countancy has been established in  Guatemala, 
w ith the result that there are no laws to regu­
late such a profession. The State institutions, 
namely, the National Schools o f Commerce 
grant title o f Expert Accountant to graduates, 
and these students are quite well prepared in 
general bookkeeping, supplemented by Mathe­
matics, Languages, Economics, Statistics, and 
Finance.
The only law which in any way concerns 
the accountant was passed in  1924 and which 
provides that anyone to be appointed as Col­
lector o f Revenues, Bookkeeper, Accountant, 
or Cashier in  a fiscal office, must have the title 
of bookkeeper or pass an examination which 
w ill indicate his capacity fo r the job.
There are no societies o f accountants in 
Guatemala, but there is a corporation of book­
keepers founded in  October 1928, the mem­
bers o f which bear titles granted by the Na­
tional Commercial Schools. Those obtaining 
the title of Expert Accountant are subjected 
to the plan of studies formulated by the 
Board o f Higher Education. These titles are 
granted by the National Schools of Commerce 
mentioned above. The holders o f these titles 
enjoy no special privileges or powers.
Nicaragua. Reports from Nicaragua are 
fairly encouraging, although there is no legis­
lation, strictly speaking, which regulates the 
accounting profession. Preparation for pro­
fessional work is largely an educational propo­
sition and students are required to study, in 
addition to technical accounting, political 
economy and other related subjects followed 
by an examination before a board o f examin­
ers composed of members of the faculty of 
the various schools giving this type o f edu­
cation.
The professional title  given to the graduates 
is signed by the examiners and is legalized and 
incorporated in the M inistry o f Public Instruc­
tion after having been signed by the President 
o f the Republic. A fter registration, the re­
cipient o f the degree is entitled to practice his 
profession in government offices or w ith com­
mercial firms. Only schools that live up to 
certain standards in  commercial education are 
recognized by the government in connection
with the granting o f the degree. The degree 
granted is that o f Mercantile Accountant.
Ecuador. There are really no public ac­
countants in Ecuador. There are, however, 
Certified Accountants who have followed cer­
tain courses of study in the college o f the State 
at Guayaquil. Graduation from a number of 
private schools is also given recognition. There 
are no laws regulating the practice o f the 
profession although there are laws which in ­
dicate how merchants and business organiza­
tions shall keep their books.
There is one society in Ecuador known as 
the Cultural Society o f Accountants, estab­
lished in 1927. This society has been publish­
ing, w ith very good results, a magazine.
The subjects required to obtain the pro­
fessional title, Certified Accountant, are, in 
addition to accounting, Commercial A rith ­
metic, English, Geography, Shorthand, Com­
mercial Geography, and Business Correspond­
ence.
Peru. In  Peru there are no Certified Public 
Accountants although an organization has been 
formed which hopes to secure recognition 
later on. This organization is known as the 
Technical Institute o f Accountants o f Peru.
I t  appears that the field of public account­
ing is expanding due to the consistent propa­
ganda o f the organization above referred to, 
and membership in the organization is in ­
creasing. The Institute is endeavoring to get 
the government to regulate not only the pro­
fession but the commercial education therefor. 
Some schools grant certain diplomas and titles 
which might indicate professional attainments 
but none of these has any official value nor are 
the titles recognized by the government. The 
only regulation to which the profession is sub­
jected is that provided by the moral influence 
of the Institute referred to.
*  *  *
The Chairman of your Committee wants to 
acknowledge the fine support that he received 
from Mr. A. F . Lindberg, member o f the 
Committee, in supplying practically a ll o f the 
information w ith regard to Guatemala, Nica­
ragua, Ecuador, and Peru, and from the other 
members o f this Committee from time to time. 
H e r b e r t  H im e s ,
W i l l i a m  P. F i e l d ,
A. F . L i n d b e r g ,
E m i l e  B i e n v e n u ,
W. B. C a s t e n h o l z ,  Chairman.
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REPORT OF COMMITTEE O N CALEN­
DAR SIM PLIFICATIO N
Your committee on Calendar Simplification 
had very little  to work w ith during the past 
year due to the many other urgent problems 
which were faced.
The subject o f Calendar Reform was dis­
cussed at great length at the International 
Conference of the League o f Nations held at 
Geneva in 1931, in  which the United States 
participated. The Conference at this meeting 
handed Calendar Reform back to the various 
governments for further study. In  view of 
the meeting to be held by the Conference in 
1935, your Society has directed letters to the 
Secretary-General o f the League of Nations 
and to the Honorable Cordell H ull, Secretary 
o f State, suggesting the continuance of the 
subject o f Calendar Reform at this meeting so 
that a definite conclusion might be reached.
Respectfully submitted for the Committee, 
J o h n  H. S c h m id t ,  Chairman.
REPORT OF COMMITTEE O N  
COMPLAINTS
During the current year the Committee on 
Complaints has had referred to it three differ­
ent items.
1. The first complaint referred to advertis­
ing which i t  was held was undignified and 
was detrimental to the best interests o f the ac­
counting profession. The member against 
whom the complaint was brought admitted 
that on second consideration he agreed that 
both the act and the manner in which the 
particular communication objected to had been 
sent out was not in accordance w ith the Code 
o f Ethics. He offered his apology and stated 
that it  would not be repeated, on the strength 
o f which the case was closed.
2. The second complaint was filed against 
a member holding a certificate in one State by 
reason of a report prepared for a client in 
another State which it was claimed did not 
set forth the real condition o f the company 
in  question. Involved in this case was a com­
plaint filed w ith the State Board o f Account­
ancy granting the certificate. That Board held 
a hearing in which both the complainant and 
defendant appeared and on which a post­
ponement has been had. Your Committee has
not been informed as to whether any further 
action has been taken by the State Board.
3. The third case was a complaint against 
two members of The Society, operating as a 
partnership, who were accused by a former 
practitioner o f accountancy in  whose employ 
they had been of irregularities in connection 
w ith the former employment. In  this case com­
plaints were made to the State Board and the 
State Society. The State Board did not find 
that the complaints were sustained. Your 
Committee has not heard from the State So­
ciety as to whether it  has reached any decision.
The last two complaints w ill, therefore, be 
transferred to next year’s Committee.
Respectfully submitted,
C. V a u g h a n  D a r b y ,  Chairman,
REPORT OF COMMITTEE O N  N A TU R AL 
FISCAL YEAR
Your Committee on the "Natural Fiscal 
Year”  or "Natural Business Year”  herewith 
reports that little  progress has been made along 
this line during the current year.
No contact was made by this Committee with 
the various State Societies of Accountants or 
other business associations, fo r the reason that 
this had been taken care of in prior years.
The Committee received from the Secretary 
of the Connecticut Society o f Certified Public 
Accountants a report on this subject delivered 
before that body by its Committee last April.
I t  is believed that many concerns have not 
changed from the calendar year to a natural 
fiscal year due to certain sections of the Inter­
nal Revenue Law, and as this law has now 
been changed, it is quite possible that many 
business houses w ill make the change i f  the 
matter is again brought before them.
I t  is the opinion o f your Committee that 
while much publicity on this subject can be 
carried on by The American Society, it must 
have cooperation o f all organized groups of the 
business world, and for that reason, a definite 
program of publicity should be approved by 
our Society and forwarded to the United States 
Chamber o f Commerce, asking for its coopera­
tion thereon, and that some arrangements be 
made to have an article on this subject carried 
in that organization’s monthly magazine, 
namely, Nation’s Business.
A brief was prepared on this subject and
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forwarded to General Hugh S. Johnson, of the 
National Recovery Administration, Washing­
ton, D. C. I t  is hoped that favorable action 
thereon w ill be taken.
Respectfully submitted,
T h o m a s  H. E v a n s ,  Chairman.
REPORT OF COM MITTEE O N  CLASSI­
F IC ATIO N  OF ACCO UNTANCY 
SERVICES
Your Committee on Classification of Ac­
countancy Services reports as follows:
Under date o f July 9, 1931, the committee 
presented a report in  which Part A  related to 
the subject o f Classification and Part B to the 
subject o f Certificates. A t the annual meeting 
held at Memphis, in October, 1931, the report 
o f the committee was accepted and that part 
o f the report which related to classification 
was adopted in principle. Because o f the very 
great variety o f opinions concerning certifi­
cates, action on the part o f the report relating 
thereto was postponed.
The committee sees no occasion to recom­
mend at this time further changes in the speci­
fications o f the various classes o f services, in ­
asmuch as such changes would consist only of 
a few words and phrases which time and ex­
perience have indicated might be made as 
matters o f general improvement. Such changes, 
however, would not materially alter the char­
acter o f the classification.
During the present fiscal year o f the So­
ciety, a noteworthy step w ith respect to classi­
fication was the promulgation, as o f January 
12, 1933, by the New York State Society of 
Certified Public Accountants, o f a classifica­
tion of accountancy services. Such classifica­
tion is, in all substantial respects, like that 
adopted by The American Society in  October, 
1931. The differences which appear are con­
fined principally to single words, like "sub­
stantiation”  and "verification,”  except that the 
New York State Society has introduced into 
the description o f Section I I I  the idea that the 
determination w ith respect to overstatement of 
net assets or of net profits should be "from  an 
accounting point o f view.”  A  further slight 
change also was made so as to refer to the net 
assets and net profits as being at least as
"great in  amount”  as represented rather than 
as "good”  as represented.
Classification o f accountancy services has 
been brought into the foreground for practical 
trial twice during the past year: first, in con­
nection w ith the questionnaire o f the New 
York Stock Exchange as to the services ren­
dered by public accountants to listed com­
panies, and, second when the Federal Securities 
Act o f 1933 was approved by the President on 
May 27, 1933.
In  the first instance, accountants were asked 
to say how nearly the service rendered by them 
for the year 1932 corresponded w ith that pre­
scribed by a pamphlet o f the Federal Reserve 
Board entitled, "Verification of Financial 
Statements.”  W ithout some previous consid­
eration o f classification of their services, ac­
countants indeed might have found it difficult 
to determine and state their position in rela­
tion to the requirements o f that pamphlet.
In  the second instance, the trial imposed 
upon accountants by the Securities Act o f 1933 
would have been far greater than in  the New 
York Stock Exchange matter i f  the accountants 
had not previously given some consideration 
to the classification o f their services. One of 
the outstanding advantages of classification 
always has been that i t  enabled accountants to 
determine how they wished to define and 
lim it, i f  necessary, their responsibilities in 
connection w ith different types o f work and 
to have definite understandings w ith clients 
accordingly. The Securities Act emphasizes 
the need fo r such understandings. W hile the 
Act specifies some points which must be cov­
ered, most o f the decision as to what they shall 
do and how far they shall go, in order to 
avoid questions o f materiality, is left squarely 
up to the accountants.
In  this respect, classification should be in ­
valuable to accountants in forcing them, i f  
necessary, to consider, along general lines at 
least, the scope and character o f the services 
to be rendered. The statute, as all practicing 
accountants should know, imposes a special 
type of diligence on them i f  they would avoid 
possible liability, namely, the diligence re­
quired o f a person occupying a fiduciary re­
lationship. Like many other matters which 
have been involved in legal decisions, the duty 
required o f such a person has been defined in 
various ways, but the courts have yet to say
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just what would be the duty o f a fiduciary i f  
he were performing the particular services 
rendered by public accountants. However, it  
has been offered as an opinion o f counsel in 
one case that the diligence required is that 
sufficient to preclude all probability of error.
Such definition might suggest the necessity 
o f restricting all service to the type called a 
detailed or complete audit, which, o f course, 
every one knows is not practicable in cases of 
companies large enough to be involved in the 
issuance o f securities. I f ,  however, the Securi­
ties Act is to be workable and accountants are 
to render services thereunder, particularly in 
connection w ith the issuance of securities by 
industrial and public utilities companies, it 
w ill have to be on the basis o f a test audit, 
w ith the character and extent o f the tests gov­
erned by the circumstances o f each case, but 
in each case sufficiently extensive and appro­
priate so as reasonably to preclude the prob­
ability o f error.
Service in the future must go beyond that 
contemplated in the past by a general exami­
nation, which was not designed to detect 
lapses of fiduciary integrity or any understate­
ments of assets which might have been con­
cealed in the operating accounts, and, by ar­
rangement w ith the issuer, omitted examina­
tion of the detail cash and other transactions 
during the period. I t  becomes necessary now, 
under the Act, to go further than previously 
was contemplated in the examination for 
financing and test thoroughly cash transactions 
as well as the operating transactions during 
the period.
Because o f the great responsibility which 
the Act imposes, accountants no longer may 
enter into any agreement fo r limitations on 
the scope and character of their examinations. 
W hile the representations made by means of 
the financial statements are those of the issuer, 
the accountant, in certifying to the truth and 
completeness o f the statements, becomes, un­
der the Act, largely responsible to the in ­
vestor. I t  is apparent, therefore, that any ar­
rangement for limitation between the account­
ant and the issuer would have no standing in 
a question raised by an investor. The account­
ant must determine for himself what he w ill 
have to do in order to prepare himself prop­
erly fo r the certificate which he must give,
notwithstanding advice offered by lawyers, 
bankers, and issuers.
In  the matter o f certificates, i t  may be said 
that the confusion which existed previously 
has been worse confounded by the Securities 
Act. For years accountants have been unable 
to reach any common ground upon which to 
work out standard forms of certificates be­
cause they could not agree on such questions 
as whether they had "audited”  or had "ex­
amined”  certain subject-matter. They could 
not decide whether the subject-matter was 
books, or accounts, or records. Out o f a total 
o f five hundred certificates appearing in  pub­
lished reports for the year 1932, the represen­
tations made by means of the statements were 
described in thirty-four different ways, such 
as "set forth,”  "fa irly  set forth,”  "correctly 
set forth,”  "present,”  "reflect,”  etc. There was 
also a division in  such a simple matter as 
whether the balance sheet disclosed financial 
condition or financial position, the division 
being about equal.
The difficulties presented by divisions of 
opinion concerning certificates in the past now 
pale into insignificance before the require­
ments of the regulations under the Securities 
Act. The Federal Trade Commision is author­
ized to make rules and regulations such as it 
may consider necessary to carry out the pro­
visions o f the law. In  Article I I  o f regulations 
promulgated July 6, 1933, the Commission 
enunciates a rule w ith regard to certificates by 
accountants or other experts. Apparently, the 
Commission is concerned little  w ith the form 
and content of certificates so long as the ac­
countant asserts his belief, in words prescribed 
for him, that the financial statements to which 
his certificate is attached are true and omit 
to state no material facts, either as required 
by the Act or as known to affect the state­
ments. A fter quibbling for years over unim­
portant matters, accountants now are con­
fronted with at least one thing which, by law, 
they must state in certificates relating to issues 
o f securities under Federal authority, and pre­
sumably no one w ill question the far-reaching 
effect o f that requirement. The Commission, 
fortunately, affords an opportunity to the ac­
countant to set forth in his certificate any ex­
planation which he considers necessary in  con­
nection w ith items to which he may wish to 
take exception. Presumably, the Commission 
would be satisfied i f  the accountant were to
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confine his certificate to the assertion required 
by the wording of the regulation, which fo l­
lows generally the wording of the Act as it 
bears on the responsibility o f accountants. But 
few, i f  any, accountants w ill be w illing  to 
issue a certificate of that kind. There is still 
the need to address the certificate to the client, 
to refer to the subject-matter o f the examina­
tion and to the financial statements and ex­
planatory schedules which are to be certified, 
and to relate such statements to the registra­
tion statement in connection w ith which they 
are filed. More than ever before there is need 
for clear and thorough explanation in  the cer­
tificate o f any questionable item lest, by fa il­
ure to so explain, the accountant may subject 
himself to the charge of having failed to set 
forth a material fact. I t  still remains neces­
sary, apparently, to describe the financial state­
ments and indicate what they represent as well 
as to assert a belief, after reasonable examina­
tion, in their truth. Incidentally, certificates 
issued under the Act probably w ill become in ­
creasingly longer and tend to assume the pro­
portions o f a detailed report.
The Securities Act has emphasized the 
pettiness o f previous differences o f opinion, 
and has imposed a requirement which over­
shadows all such minor difficulties. The Act 
is not concerned w ith certificates other than 
those involved in the issuance o f securities 
under the Act. From the present indications, 
the number o f such certificates w ill be insig­
nificant compared w ith the number issued for 
other purposes, notably in connection w ith 
the published reports o f listed companies. 
Notwithstanding this fact, the effect o f the 
regulations has so disturbed the whole ques­
tion o f certification that it  would be unwise 
at this time fo r your committee to make any 
recommendations on the subject. I t  is hoped, 
however, that the difficulties which the Act has 
injected into the situation w ill help to clarify 
matters so that some unity of thought and 
action in the matter o f other certificates may 
result.
Respectfully submitted,
S e t h  H a d f i e l d ,
P h i l i p  F .  A l t h e r ,
J o s e p h  J .  K l e i n ,
E d w a r d  P . M o x e y , J r .,
F a y e t t e  H . E l w e l l ,
J o h n  R. W i l d m a n ,  Chairman.
REPORT OF COMMITTEE O N  STATE 
LEGISLATION
Odd years are always productive o f legis­
lative activity and the accountancy profession 
did not escape its average precentage o f at­
tack from outside sources. State societies were 
interested in many laws and amendments 
which were proposed. The office o f The 
American Society was confronted w ith re­
quests from all sections of the country, to 
which it  gladly responded.
The Alaskan C. P. A. law was repealed.
Arizona passed a new accountancy law and 
is the latest o f the states to enter the Regu­
latory class.
In California the main purpose o f a b ill 
which was introduced was to provide a spe­
cial board to pass on the qualifications of 
those desiring to engage in governmental ac­
counting work.
The Colorado Legislature passed a b ill pro­
viding for the reissuance o f previously re­
voked C. P. A. certificates. I t  also passed a 
reorganization b ill under which a Division o f 
Registrations is established covering all the 
various professional examining boards.
In  Connecticut the b a n k in g  law s were 
changed and now provide that "any bank 
may, subject to the approval o f the Bank Com­
missioner, have an audit or an examination 
made by certified public accountants selected 
by vote of the board of directors or trustees 
o f such bank or by vote o f any duly author­
ized committee o f such board on any date 
during the quarter ending September 30.”
The accountancy law was amended by pro­
viding that Board fees should be deposited 
w ith the State Treasurer and Board expendi­
tures should be made on requisitions drawn 
on the State Controller. The amendments also 
provided for the revocation or suspension for 
a definite period o f certificates issued by the 
Board and in addition provided that an appli­
cation for reinstatement might be made after 
three years from the date o f revocation. The 
recognition provision was also enlarged by 
the amendments.
The Delaware Legislature passed a b ill re­
quiring audits by certified public accountants 
o f the accounts of the levy courts o f each 
county.
The Florida Legislature had at least half a 
dozen bills before it  affecting the accountancy 
practitioner.
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A  b ill before the Georgia Legislature would 
have permitted the recognition of certificates 
obtained in other states and granted to the 
accountancy practitioner the right o f p riv i­
leged communication. W hile  the b ill passed 
both Senate and House the majority in the 
House was not sufficient to carry.
In  Illino is  bills were introduced to repeal 
the privileged communication clause and to 
issue C. P. A. certificates without examination 
to those registered under the 1927 Act. A  
b ill was also introduced repealing the 1903 
C. P. A. law and offering no substitute. A ll 
failed passage.
The Indiana Association o f Certified Public 
Accountants sponsored two bills before the 
Legislature, one providing that applications 
fo r registration o f securities fo r sale in  the 
State must be accompanied by certificates by 
C. P. A's registered in Indiana; and the other 
providing fo r the audit o f public utilities by 
Indiana C. P. A ’s maintaining an office in the 
State. Neither b ill passed.
The Banking Act, passed by the Indiana 
Legislature, contained a clause permitting au­
d it reports of C. P. A ’s to be accepted in lieu 
o f the required State examination.
In  Iowa the old law governing the method 
by which audit o f State institutions was to be 
made was repealed.
Kansas had half a dozen bills before its 
Legislature covering various phases o f State 
audits, none of which were passed.
In  Minnesota a b ill introduced sought to 
repeal all Acts relating to the State Board of 
Accountancy and to establish as governing 
body in  lieu thereof, the Minnesota Society of 
Accountants. This b ill failed passage.
The accountancy law was amended, how­
ever, to permit employes o f the office o f the 
State Controller or internal revenue agents and 
collectors to sit fo r the C. P. A. examinations.
In  Missouri a law was enacted giving the 
Governor practically absolute power in hiring 
auditors fo r State, county or city offices.
Three bills which failed passage in  the 
Missouri Legislature, provided for abolishing 
the State Board; substituting the title  "Certi­
fied Practical Accountant”  fo r the title  "Certi­
fied Pubic Accountant” ; and waiving examin­
ations fo r graduates o f schools o f higher edu­
cational standing w ith limited professional 
experience.
Montana has a new accountancy law in
which waivers were provided fo r certain State 
officials. The Montana Society o f Certified 
Public Accountants successfully contested that 
feature o f the law in  the lower court and an 
appeal from that decision has been taken to 
the supreme court.
The Nebraska Legislature had before it a 
two-class accountancy b ill which passed the 
House but was killed in the Senate.
The New Jersey Legislature cons ide red  
several bills relating to State administration 
in which accountants were affected, none of 
which appear to have been enacted into law.
In Ohio two attempts were made to pass a 
new accountancy law, the effect o f which 
would have been to have weakened the present
C. P. A. law. Neither was successful.
An unsuccessful attempt was made in Okla­
homa to grant waiver C. P. A. certificates to 
the holders o f Commercial Accountant certifi­
cates and Municipal Accountant certificates, 
which had been secured under the original 
Oklahoma law.
The Oregon Legislature provided fo r an 
annual audit to be made o f the records and 
accounts o f each and every justice of the 
peace. Another law passed by the legislature 
requires all professional boards to turn over 
10% o f the fees which they receive to the 
General Fund o f the State o f Oregon.
The Pennsylvania Legislature passed one 
b ill declaring it  to be a misdemeanor fo r ac­
countants to issue false financial statements 
The Banking law was amended providing that 
a financial examination must be made by the 
board o f directors or by an accountant em­
ployed by them and a report thereon filed 
w ith the Banking Department, w ith a further 
provision that a bank employing a continuous 
audit control, which is approved by the De­
partment, may file a certificate by its own audi­
tor or controller.
The Business Corporation Law included a 
provision that except as otherwise provided 
in  the by-laws, a certified financial report 
prepared by an auditor elected by the share­
holders of a corporation shall be sent to the 
shareholders w ithin ninety days o f the close 
o f the fiscal or calendar year.
The South Dakota Legislature transferred 
the responsibility fo r the auditing o f State, 
county and city offices from the Office o f the 
State Auditor and set up a separate Division
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of Audits and Accounts responsible to the 
Governor.
The Tennessee Legislature refused to sub­
stitute a new C. P. A. b ill which had some 
thinly disguised waiver provisions, fo r the 
present law.
In  Washington a b ill was introduced pro­
viding fo r two-class legislation but no special 
effort was made urging its passage.
The West Virginia  Legislature adjourned 
without much consideration o f two bills that 
were before it.
Wisconsin was the center o f considerable 
legislative discussion. A  regulatory law was 
proposed by the public accountants as a sub­
stitute for the present C. P. A. law, however, 
in the regulatory law it  was proposed to use 
the designation "Licensed Public Account­
ant”  w ith the initials "L. P. A .”  and eliminate 
any future C. P. A ’s. The b ill was killed.
In  Wyoming a regulatory law was intro­
duced but was forgotten in the usual hurry 
o f closing legislation.
Taken all in  all the accountancy profession 
was advanced as the net result o f the 1933 
legislative sessions.
Respectfully submitted,
P a t r i c k  F. C r o w l e y ,  Chairman.
REPORT OF COMMITTEE O N  FEDERAL 
LEGISLATION
Your Committee concentrated its attention 
on three different bills before Congress.
So far as the b ill involving tax revision was 
concerned there was little  opportunity for any 
phases to be considered except those which 
in the judgment o f Congress would produce 
an increased income fo r the purpose o f assist­
ing in lessening the speed w ith which the 
governmental deficit was being increased.
The Securities Act had the continuous at­
tention of the office o f The American Society 
from the time o f its introduction until its 
passage. Several suggestions made to each of 
the House and Senate Committees were of 
some assistance or the Society was extremely 
fortunate in  anticipating what Congress in ­
tended to do. On the other hand, the Society 
did call the attention of the Congressional 
Committees to some points in connection with 
the b ill as introduced which, in its judgment, 
should be changed, w ith which suggestions 
Congress did not agree.
As far as the Act establishing the National 
Recovery Administration was concerned, com­
paratively little  attention was paid to it  during 
the time o f its passage.
A fter the enactment o f the Securities Act it 
was fe lt that a special committee should be 
designated, more easily accessible for confer­
ence purposes than the regular Committee 
on Federal Legislation. That committee, ap­
pointed by President Cole, consisted o f Horace 
P. Griffith o f Pennsylvania, Frederic A. T ilton 
o f the District o f Columbia, Robert E. Payne 
of Illinois, Carl Penner o f Wisconsin, and 
your chairman representing New York. This 
enabled conferences to be held in the East 
and in the M iddle West. On the invitation 
o f the Federal Trade Commission, committees 
from The American Society and the American 
Institute conferred w ith the committee o f the 
Federal Trade Commission in charge o f the 
Securities Act, both separately and jointly.
Again, some o f the suggestions made by 
your committee were accepted and formed the 
basis o f the Regulations and Forms issued by 
the Federal Trade Commission, and, naturally, 
in some instances the suggestions made were 
not followed. However, your committee 
found that the Federal Trade Commission 
Committee carefully considered the various 
suggestions made even though they were not 
able to agree as to the phraseology suggested.
As far as the Recovery Administration is 
concerned, the services o f The American So­
ciety were tendered General Johnson and from 
time to time the Secretary o f the Society has 
presented suggestions which have been offered 
by individual members.
Much o f the work which has been done 
does not easily lend itself to report form. I t  
is the belief, however, that the Society has 
correctly anticipated the various occasions on 
which the profession could be o f assistance in 
connection w ith Federal legislation.
Respectfully submitted,
J o s e p h  J .  K l e i n ,  Chairman.
REPORT OF COMMITTEE O N  CO­
OPERATION W IT H  BANKERS
The activities o f this committee during the 
year just closed, have been varied in  many 
respects, but in all cases have had the same ob­
jectives; namely, the building o f a closer re­
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lationship between the Certified Public Ac­
countant and the commercial banks, through 
their loaning officers and credit departments.
The efforts o f your committee were directed 
mainly through the follow ing channels:
1. Joint meetings between local chapters of 
Robert Morris Associates and the respective 
State societies of Certified Public Accountants.
2. By encouraging the various State socie­
ties to address personal letters to the loaning 
officers of all banks w ithin a reasonable radius. 
These letters were drafted in cooperation with 
the respective local chapters of Robert Morris 
Associates, and of course bore their approval.
3. Newspaper publicity o f this cooperative 
program.
4. Encouraging the National office of R. 
M. A. to communicate directly w ith the ac­
counting firm who may have issued an audit 
report, which in their opinion was unsatis­
factory. By this method, those accountants not 
familiar w ith all o f the requirements of credit 
granting may strengthen their subsequent re­
ports.
5. Through personal contact w ith Certified 
Public Accountants, encouraging them to be­
come better acquainted with the loaning o f­
ficers and credit departments o f the banks 
from whom their clients make loans.
Every member o f your committee reports 
that he has requested his respective State so­
ciety to take an active and aggressive stand on 
this subject. In  most cases, standing commit­
tees have been appointed so as to assure a 
permanent contact between the bankers and 
the accountants.
To W illiam  Dolge of San Francisco, co­
operation w ith bankers is an old subject. He 
writes in part as follows: "California’s co­
operation w ith bankers, Robert Morris Asso­
ciates, and the banking chapters o f the Credit- 
men’s Association in  San Francisco and Los 
Angeles dates back some six or seven years. 
In  the beginning the banking fraternity was 
only lukewarm in its interest but during the 
past year or two there have been several joint 
meetings of the Los Angeles Chapter with 
the bankers there and of the San Francisco 
Chapter w ith the bankers here.”
Mr. Cole informs us that he has kept a 
close contact w ith Chester A. Rude who is to 
be the next president o f R. M. A. This w ill 
assure a satisfactory place in their plans for 
continued cooperation w ith our committee.
Alexander F. Makay reports that the New 
York State Society has a standing committee 
to cooperate w ith bankers and that their ac­
tiv ity also includes meetings w ith the New 
York Credit Men’s Association, Uptown 
Credit Group and other similar groups.
Luke B. Garvin of Dallas reports that the 
member banks of the Dallas Clearing House 
have adopted the policy of requiring com­
plete, and as far as possible, unqualified audit 
reports as a condition precedent to granting 
loans to customers. Meetings have been held 
between the bankers and the ten leading ac­
counting firms of Dallas, in order to develop 
uniform plans of cooperation. The success of 
this program has been called to the attention 
o f the president o f the State society w ith a 
suggestion that other Texas cities develop a 
similar plan of cooperation.
In Pittsburgh your Society is represented by 
Frank W ilbur Main. Mr. Laurence S. Bell, 
Vice-President of the Union National Bank of 
that city is a member of the national R. M. A. 
committee cooperating w ith accountants. H. R. 
Hersperger is chairman o f the Pittsburgh 
chapter of the Pennsylvania Institute Commit­
tee cooperating w ith bankers. This triumvirate 
reports splendid progress, as might well be 
expected.
Charles F. Rittenhouse of Boston writes 
that the program of our committee has been 
referred to the Massachussetts State Society 
with a request for earnest consideration and 
action.
From Paterson, N. J., James F. Welch 
writes that his State Society has reported favor­
ably upon the appointment of a standing com­
mittee to cooperate with bankers.
Joseph H. Gilby is our committee member 
in Chicago. He informs us that the account­
ants and the members of the R. M. A. chapter 
have had jo in t meetings at which the subject 
o f credit reports was thoroughly discussed.
The Virginia State Society was apparently 
unable to sponsor this program in time for it 
to become effective last fa ll. This, however, 
did not discourage A. Lee Rawlings, your com­
mittee member from Norfo lk. He got back 
o f the idea and personally distributed litera­
ture to the credit officers of banks in his 
vicinity.
Louis G. Battelle of Dayton reports that he 
has urged the local chapter of the State So­
ciety to have a meeting w ith  the bankers o f
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that city. He hopes to report success in his at­
tempt to have a meeting early this fall. His 
work was more difficult due to there being no 
local R. M. A. chapter in Dayton.
In Philadelphia the local chapter of the 
State Society appointed a committee to coop­
erate with the local chapter of R. M. A. This 
committee, o f which your chairman was a 
member, was headed by Donald M. Russell. 
Three jo in t meetings were held between the 
accountants and bankers. Prior to the first 
meeting at which a committee from the ac­
countants were the guests o f the R. M. A. 
Chapter, the bankers sent a series of questions 
with a request that they be answered by the 
accountants at the meeting. I t  would be im ­
possible to exaggerate the interest displayed by 
both sides. A t a subsequent meeting the pro­
gram was reversed, by the accountants ques­
tioning the bankers. I t  is strongly recom­
mended that this plan be tried wherever a 
group of bankers and accountants can be 
brought together.
The annual meeting of Robert Morris As­
sociates was held at Niagara Falls. The ac­
counting profession was represented by W il­
liam R. Main, President Pennsylvania Institute 
o f Certified Public Accountants; F. H. Hurd­
man, Chairman o f the Committee on Coopera­
tion with Bankers of the American Institute 
of Accountants; O. V. W allin, Chairman of 
the Committee on Cooperation w ith Bankers 
o f The American Society of Certified Public 
Accountants.
For the benefit o f the officers of the Society 
and the new committee who w ill carry on in 
this work we respectfully suggest that special 
emphasis be given to the follow ing points:
1. That banks be encouraged to fo llow  the 
practice already adopted by some, which is 
best illustrated by the follow ing letter issued 
by a certain Philadelphia bank:
"Dear Sir:
In order that our business clients w ill have 
a complete picture of their own activities and 
as an aid in establishing and maintaining 
credit, we earnestly recommend the employ­
ment of Certified Public Accountants to con­
duct continuous audits and to prepare periodi­
cal reports of financial condition and opera­
tions.
Our Board has passed a resolution to the 
effect that all requests for credit in excess of 
$10,000, other than on collateral security,
must be accompanied by a statement audited 
by a Certified Public Accountant acceptable 
to us.
Sincerely yours,
J o h n  S m it h ,  
President.
We w ill be glad to suggest names o f reliable 
auditing firms.”
2. That the committee be enlarged so that 
there w ill be representation in all commercial 
areas.
3. That consideration be given to develop­
ing the same close working relationship w ith 
commercial credit groups as now exists with 
Robert Morris Associates. Valuable assistance 
can be had in this respect from the experience 
o f the New York State Society.
4. That funds be provided to finance a na­
tional publicity program which w ill make the 
public "credit conscious.”  We might well con­
sider the plan of the legal profession who 
have resorted to the radio to impress upon the 
public the importance of timely legal advice.
5. Alex. Wall, National Secretary o f Rob­
ert Morris Associates, should be closely con­
tacted.
Members of our Society should be encour­
aged to submit articles on credit granting for 
publication in his magazine.
6. An attempt should be made to persuade 
bankers to adopt reasonably uniform financial 
statements. Quoting in part from a report by 
Philip A. Hershey, B.S., C.P.A., of California, 
as a result o f a study made by him of 500 
bank-credit forms drawn from various parts 
of the country:
"O f the 500 bank-credit forms examined 
not one was in the form suggested by the Fed­
eral Reserve Board. N ot one of the Federal 
Reserve Banks had adopted the suggestion of 
the board.”
7. Members of Robert Morris Associates 
heartily endorsed the action o f the Board of 
Regents o f the State of New York in suspend­
ing two New York Certified Public Account­
ants from practice for six months because of 
gross negligence in the practice of Account­
ancy. Consideration should be given to the 
question o f how other states may be persuaded 
to adopt similar policing laws. (Pennsyl­
vania’s act No. 273 enacted by the 1933 leg­
islature provides rig id penalties for the ac­
countant who w illfu lly  issues or permits the 
issuance of false financial statements.)
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W e wish to express our appreciation to the 
officers o f the Society and the membership in 
general fo r the valuable assistance they have 
so w illing ly  rendered.
Louis G. B a t t e l l e ,
W i l l i a m  D o l g e ,
L u k e  B . G a r v i n ,
J o s e p h  H . G i l b y ,
A l e x a n d e r  F .  M a k a y ,
F r a n k  W i l b u r  M a i n ,
A . L e e  R a w l i n g s ,
C h a r l e s  F. R i t t e n h o u s e ,  
J a m e s  F. W e l c h ,
O s c a r  V. W a l l i n ,  Chairman.
REPORT OF COMMITTEE O N  
RELATIONS W IT H  STATE 
O RG ANIZATIO NS
During the past year the work o f the Com­
mittee on Relations w ith State Organizations 
has been directed primarily to two definite 
activities. First, an effort has been made to 
bring about a clearer realization o f the need 
o f a well-organized profession, such as would 
be obtained through affiliation o f State or­
ganizations w ith The American Society. Sec­
ond, a greater degree o f coordination o f the 
activities o f the various State organizations 
has been sought, such as uniform ity in dates 
o f annual meetings, and exchange o f in for­
mation on activities.
No effort has been made to get an exact 
check on the results of this activity during the 
year. In  fact i t  is quite true that the tangible 
results have been rather meager. However, the 
objectives named are not to be reached in one 
year. And it  is hoped that the efforts o f the 
past year, i f  followed up in succeeding years, 
w ill continue to yield results.
Quite a b it has been done toward clearing 
up certain misinformation w ith regard to the 
purposes and methods o f affiliation between 
the State organizations and The American 
Society. Actual affiliations in  some cases were 
prevented only by the difficulty o f meeting the 
membership requirement under the past gen­
eral financial condition o f the profession. 
W ith  the return o f some measure o f pros­
perity i t  is quite probable that this condition 
w ill be overcome.
Respectfully submitted,
B. S. M o t h e r s h e a d ,  Chairman.
REPORT OF THE SECRETARY
To the Officers, Directors, State Representa­
tives and Members o f The American So­
ciety o f Certified Public Accountants:
The Twelfth Annual Meeting o f The 
American Society finds the accountancy pro­
fession confronted w ith more forward-looking 
problems than at any time since the first
C.P.A. law was passed by the State of New 
York in 1896. I t  is no time for any ind i­
vidual member o f a profession or for any pro­
fessional organization to rest on past accom­
plishments. Prestige, about which we have 
heard much, at various and sundry times, may 
be lost overnight by neglecting to meet these 
problems fa irly and squarely. These are days 
when Goodwill counts for more than material 
assets in organization activities.
What was accomplished by the early leaders 
in  the professional field o f accountancy, while 
to their credit by reason o f their foresighted­
ness, in reality becomes a debit to the present 
generation save as it  well be able to meet the 
changing conditions w ith which all are sur­
rounded w ith the same degree o f success 
which attended the efforts o f their predeces­
sors.
During the period o f prosperity through 
which the United States passed some years 
since, the individualistic spirit o f the several 
members o f the accountancy profession was 
increased as the result o f the feeling on the 
part o f each that he was a major factor in the 
attendant success o f the profession. During 
the last three years the necessity fo r coop­
erative profesional effort has been recognized 
as never before. N ot only is this true in pro­
fessional organizations but the Federal Gov­
ernment, in its desire to secure a sufficient 
stimulation o f business activities to develop an 
upward trend in trade and industry, has re­
sorted to the cooperative idea as the basis for 
its efforts. Voluntary cooperation, i f  possible; 
compulsory, i f  necessary.
The underlying theory as to the effective­
ness of a code is the value of unified coop­
eration. In  trade and industry further ad­
vancement has been made along these lines 
in the last four months than during the pre­
ceding period o f our history. Individual 
groups have in times past so cooperated as to 
have, fo r a ll practical purposes at least, estab­
lished an unwritten code which has been pro­
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ductive o f benefit to the individual members 
of the group because o f the undesirable fea­
tures which have been eliminated.
W hile some trade and industrial groups 
had thus satisfactorily solved their problems, 
the major portion o f the business world was 
operated on the individualistic theory to its 
own detriment.
No one can speak w ith certainty as to the 
final outcome o f the N R A program but every­
one can foresee that the conferences which 
have been held and the discussions which have 
been had have brought to the attention of the 
individual members o f the several business 
groups the broad principles that the Coopera­
tive idea is here to stay and that in  the busi­
ness world as in the social world "no man 
liveth to himself alone.”
The professions were not included in the 
provisions o f the Recovery Act, but the in ­
dividual members o f all professions may not 
remain immune from the effects o f the con­
ditions which caused the enactment of the 
Recovery Act. Accountancy practitioners in 
their several local, State and national relation­
ships must give as careful heed to their pro­
fessional responsibilities, as well as oppor­
tunities, as trade and industrial groups or suf­
fer the consequences.
This year for the first time the Federal 
Government by law has officially recognized 
the accountancy profession in connection with 
the passage o f the Securities Act of 1933. The 
American Society was one o f the organizations 
which was represented both in the formation 
o f the law and in  the Regulations which 
necessarily followed it. For the first time the 
independent practitioner o f accountancy has 
been placed in a position where he can deter­
mine the scope o f the audit by reason o f the 
responsibility which has been placed on him 
in the Act itself and which he w ill be unw ill­
ing to assume except as he is permitted to 
determine just how much ground should be 
covered in  the examination which must be 
made prior to the issuance o f his certificate.
In the same way the terms o f the Recovery 
Act may not be met save as the independent 
practitioner o f accountancy, from  time to time, 
shall furnish the facts which w ill be needed 
by the Government in  passing on problems 
involved in  fa ir trade practices and price de­
termination. Here again, the accountant must 
often times repress his independent instincts
in order that the facts may be presented in  a 
comparable form. Even though the form de­
sired may not be the best in  the mind o f the 
individual practitioner, it  w ill be the one that 
must be followed.
The passage o f the Recovery Act has 
brought more forcibly to the front than ever 
before the advisability o f recognizing the Nat­
ural Fiscal Year as the correct basis fo r ac­
counting records rather than the Calendar 
Year. The calendar year was the outgrowth 
of the original Income Tax law which, while 
it  has been amended to permit the substitution 
o f another year, until the group-code idea has 
been established there was no real necessity, 
except in those few groups which had estab­
lished uniform accountancy practices, fo r the 
definite determination o f a fiscal year period 
fo r a group. Now it must be done i f  com­
parable statistics are to be secured, and i f  it 
is to be done the most sensible solution for 
both trade and industry w ill be to select that 
fiscal date when inventories are at their lowest. 
The American Society has endeavored to con­
vey this idea to those in Federal authority over 
Codes.
The banking situation which developed 
during the winter, culminating in the general 
closing in March, has again brought to the 
front the relative value of governmental and 
independent audits. No one who has studied 
that question can fa il to reach the conclusion 
that the governmental audit necessarily falls 
short o f the thing desired due to limitations 
as to time but more important, due to inability 
under a governmental audit system to secure 
widespread audits w ithin a reasonable length 
o f time. The Government cannot afford to 
keep a sufficient staff to make a checking when 
one is sometimes needed because the Govern­
ment must maintain its staff on a standard 
yearly basis of operation whereas by the u tili­
zation o f independent accountancy practition­
ers a simultaneous check, examination or 
audit could be made throughout the entire 
governmental unit, whether State or Federal, 
whenever needed or desired.
The reports o f the several committees ind i­
cate the widespread range o f the activities of 
the Society. Th e report o f the Committee on 
Classification o f Accountancy Services, adopted 
two years ago, has recently come into con­
siderable prominence by reason o f the require­
ments o f the Securities Act. Accountants 
should study that report very carefully.
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The Service of Examination Questions has 
been accepted by the Boards using it  during 
the past year as offering a genuine assistance 
to them and at the same time permitting the 
utmost freedom of action on their part.
The amendments proposed by initiation 
were all of them carried and as a result an 
added responsibility is placed on the State 
Representatives in that they w ill hereafter act 
for their respective constituencies in  voting 
on future amendments. The Board o f D i­
rectors held its usual spring meeting at the 
same time that the United States Chamber of 
Commerce had its annual meeting. Its repre­
sentative at the Chamber o f Commerce meet­
ing was immediate-past president Henry J. 
M iller.
The fo llow ing members completed their ac­
counting practice on earth during the last 
year, and their passing is regretfully noted:
E. Riley Baker, California.
A. D. Macleod, California.
Engene C. Lorenz, D istrict o f Columbia.




Overton S. Meldrum, Kentucky.
Thomas L. Berry, Maryland.
James F. Rollins, Massachusetts.
Richard FitzGerald, Michigan.
Percy A. Kerr, Michigan.
W . B. Sheldon, Missouri.
J. G. Steele, Missouri.
James F. Farrell, New York.
W illiam  J. Struss, New York.
A lfred A. Sullivan, New York.
W . A. Hauptman, Ohio.
W . A. Hemphill, Pennsylvania.
L. R. Stelle, Pennsylvania.
George Wilkinson, Pennsylvania.
Francis Derby, Vermont.
A. M. Pullen, Virginia.
E. G. Shorrock,Washington.
Eighty-three new members were added to 
the Society rolls during the year; twenty-four 
left us by death; ninety-nine by resignation 
and ninety-eight were dropped for non-pay­
ment of dues, leaving a membership o f 2,086 
at the close of the year.
From the Financial Statements it w ill be 
seen that all bills o f the Society were met. The 
Secretary and his staff believe that their efforts 
during the year have been helpful to the pro­
fession.
Each issue of T h e  C e r t i f i e d  P u b l i c  A c­
c o u n t a n t  has carried information as to the 
activities of the Society. In  addition to out­
side assistance rendered by the Secretary, 
President Cole, Chairman of the Advisory 
Board, Henry J. M ille r and several o f the D i­
rectors visited State societies, the reports from 
which were all to the effect that the visits 
were greatly appreciated.
Respectfully submitted,
D. W . S p r in g e r ,  Secretary.
The Securities A ct
Since the passage of the Securities Act much 
comment has been indulged in  by accountants, 
investors, investment houses, attorneys, direc­
tors, and all groups affected in  any way thereby.
Up to October 1, the number o f applications 
has passed 300, and the amount o f securities 
involved has passed a quarter o f a b illion 
dollars.
Fear was expressed by some that it  was a 
b ill that would only affect New York and large 
accounting firms. A  checking made o f a hun­
dred applications, from which 93 were se­
cured covering all items involved, shows that 
they came from 21 states and Canada, the 
largest number, o f course, coming from New 
York State, 26. The balance sheets and operat­
ing statements were certified to by 54 account­
ants representing 18 states and Canada, New
York being represented by 14. New York, 
therefore, as to accountants involved and is­
suers involved, represented about its fa ir share 
o f the financial spread throughout the entire 
country. One accounting firm  represented ten 
clients from three different states. Thirty-nine 
accounting firms represented but a single client.
As to certificates furnished, two contained 
but two sentences each, while one furnished a 
three-page certificate.
Reference to the proceedings at Milwaukee 
w ill show the authorization o f a Committee on 
Securities Act Practice Procedure, for the pur­
pose o f furnishing a professional standard by 
which any individual practitioner may be as­
sisted in  preparing material required fo r regis­
tration statements by the law and/or regula­
tions.
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Financial Statements
E X H I B I T  A
C o m p a r a t iv e  B a l a n c e  S h e e t s  a s  o f  
A u g u s t  31
T h e  A m erican  S o ciety  of Certified  
Pu blic A ccou n tan ts
A ssets 1933 1932  
C u r re n t:
Cash, B a n k .............................  $  188.01 $  326.33
Im p rest ..................................... 9 00 .00  900 .00
Bills R e c e iv a b le ...................  30 .0 0  30 .00
P repaid  E xp en se  ..............  856.01 798.99
$  1 ,974 .02  $  2 ,055 .32
F i x e d :
F u rn itu re  and F ix tu re s .... *2 ,464 .34  2 ,625 .07
L ib ra ry  ..................................... 2 ,854 .70  2 ,767.10
Capital S to ck  o f A c ­
countants Publishing Co. 4 ,970 .00  4 ,970 .00
$ 1 2 ,263 .06  $12 ,417 .47
Liabilities and N et W o rth
Dues P aid  in A d van ce.........  $  49 .75  $  215 .00
N et W o rth  (E x h ib it  B ) . . . .  12,213.31 12,202.49
$12 ,263 .06  $12 ,417 .47
* C ost ................. $5 ,931 .49
D epreciation .. 3 ,467.15
$2 ,464 .34
E X H I B I T  B  
A n a l y s i s  o f  S u r p l u s  
F isca l Y e a r  E n d in g A u gu st 31, 1933
B alan ce A u gu st 31, 1932.........  $12 ,202 .49
C re d it :
N et R evenue (E x h ib it  C ) ... .  $388 .68  
D ifferen ce in P rep aid  E xp en se  57.02
$445 .70
D e b it:
R eserve fo r  D ep reciation .... 434 .88  10.82
N et W o rth  A u g. 31, 1933 ( E x .  A )  $12,213.31
E X H I B I T  C  
R e v e n u e s  a n d  E x p e n d i t u r e s  
F isc a l Y e a r  E n d in g A u gu st 31, 1933
Revenues
D u e s :
A d vance P a y m e n ts ...........  $  215 .00
Collections .............................  26 ,428 .84  $26 ,643 .84
M iscellaneous ............................  1 ,144.70
$27,788.54
E xp en d itu res  
S e c re ta ry ’s O ffice:
S a l a r y ........................................  $  4 ,800.00
S taff ...........................................  5 ,121.87
Supplies .................................... 272.51
R ent ...........................................  1 ,765.56
Telephone and T eleg rap h  203.76
M iscellaneous .......................  66 .38  $12 ,230 .08
P rin tin g  ......................................... 1 ,342.87
P o sta g e  .......................................... 1 ,624.69
T ra v e l ............................ ................ 735 .94
A ccou n tan ts Publishing Co. 7 ,616.50
O fficers & D irecto rs  E xp en se  1,008.53
Convention E xp en ses  .........  501.43
C om m ittee E xp en ses  ............ 152.51
Ins., T  a xes , Bonds, A udit, E tc .  170.85
C ontingent ..................................  1 ,419.54
M isce llan eo u s.............................  596.92
__ N et Revenue (E x h ib it  B ) .
$ 2 7 ,399 .86
388 .68
E X H I B I T  D 
C o m p a r a t iv e  B a l a n c e  S h e e t s  a s  a t  
A u g u s t  31 
T h e A ccoun tants Publishing Com pany
A ssets 1933 1932  
C u r re n t:
Cash, B a n k .............................  $  197.10 $  117.26
F i x e d :
F u rn itu re  and F ix tu re s .... 1 ,000.00  1 ,000.00
M ailing L i s t ........................... 4 ,000 .00  4 ,000 .00
$   5 ,197.10 $  5,117.26
Liabilities and N et W o rth
C apital S t o c k .............................  $  5 ,000 .00  $  5,000.00
S u rp lu s ............................................  197.10 117.26
E X H I B I T  E  
R e v e n u e s  a n d  E x p e n d i t u r e s  
F isca l Y e a r  E n d in g  A u gu st 31 , 1933  
Revenues
Subscriptions and S ales......  $  9 ,197 .20
A d v e rtis in g ..................................  1 ,931.63 $11 ,128 .83
E xp en d itu res
E d ito r  .............................................  $  1,500.00
S t a f f .................................................  2 ,515 .50
P rin tin g  ........................................  5 ,884.14
P o sta g e  .......................................... 388 .09
R en t .................................................  460 .00
M iscellaneous ............................  301 .26  11,048.99
Net Gain $ 79.84
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A U D ITO R ’S REPORT
September 13, 1933.
Board o f Directors 
The American Society o f 
Certified Public Accountants 
Washington, D. C.
Gentlemen:
In accordance w ith the request o f your Sec­
retary, M r. D. W . Springer, we have audited 
the accounts o f The American Society o f Certi­
fied Public Accountants and The Accountants 
Publishing Company for the fiscal year ended 
August 31, 1933.
The results o f the audit are reflected in  the 
accompanying statements o f financial position 
and operations for the two organizations, 
respectively, as listed in the index to this report.
We certify that, in our opinion, the financial 
statements submitted herewith correctly reflect 
the financial condition and results o f operations 
o f The American Society o f Certified Public 
Accountants and its subsidiary company, The 
Accountants Publishing Company, at the end 
o f and fo r the fiscal year ended August 31, 
1933.
Respectfully submitted,
T y l e r ,  S t o v a l l  & Co.,
By C ly d e  B. S t o v a l l ,  
Certified Public Accountant.
IN D E X
Presentation Letter and Certificate.
Exhibit "A ” — Comparative Statements of 
Assets and Liabilities, American Society of 
Certified Public Accountants.
Exhibit "B ” — Analysis o f Net Worth, A. S. 
o f C. P. A ’s.
Exhibit "C ” — Revenues and Expenditures, 
A. S. o f C. P. A ’s.
Exhibit "D ” — Reconcilement o f Revenues, 
Receipts, Expenditures, Disbursements, A. S. 
o f C. P. A ’s.
Exhibit "E” — Comparative Balance Sheets, 
Accountants Publishing Company.
Exhibit "F ” — Revenues and Expenditures, 
A. P. Co.
Schedule 1 —  Reconcilement o f Bank Ac­
count, A. S. o f C. P. A ’s.
Schedule 2— Reconcilement o f Imprest Fund, 
A. S. o f C. P. A ’s.
Schedule 3— Reconcilement o f Bank Ac­
count, A. P. Co.
NO TES
J. D. Bolton, C.P.A., o f Atlanta, has been 
chosen Treasurer o f the University o f Georgia.
The September issue o f Credit and Finan­
cial Management, official publication o f the 
National Association o f Creditmen, contains 
an article by Robert Atkins, C.P.A., o f New 
York, entitled "Graphs Tell Essence Facts.”
On August 30, Charles Maxcy, C.P.A., and 
L. Gluick, C.P.A., o f the Machinery Com­
mittee of the New York State Society of Cer­
tified Public Accountants, spoke to a group 
o f Naval Reserve Officers o f the Supply Corps 
on training duty in  the New York district.
Wroe Alderson, statistician and economist 
w ith the Bureau o f Foreign and Domestic 
Commerce fo r eight years, and a speaker at 
the Denver meeting o f The American Society, 
has announced his connection w ith Nelson B. 
Gaskill Associates, Washington, D. C.
George Nickey, C.P.A., has been appointed 
Deputy Director o f Audits and Accounts for 
the State o f South Dakota, effective July 1, 
1933.
John S. Roth, C.P.A., o f the firm o f Cam­
bria, Roth & Cambria, Certified Public Ac­
countants, o f Middletown, Connecticut, has 
retired from the firm and w ill locate in  New 
York fo r the purpose o f studying law. Mr. 
Roth was recently elected president o f the Con­
necticut Society o f Certified Public Account­
ants.
The State o f Pennsylvania is saving money 
by use o f what they call an economy postcard. 
On the face o f the card the fo llow ing state­
ment is printed as to why it  is being used in ­
stead o f the ordinary official letter:
" I t  costs the taxpayers 15 cents to 25 cents 
or more to send an official letter. This in ­
cludes postage, stationery and stenographic, 
filing, and other services. I t  costs the tax­
payers 5 cents or less to send this postcard, 
which represents a saving of from 10 cents to 
20 cents.”
In  the July-August issue of Colorado M un i­
cipalities, the official organ o f the Colorado
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Municipal League, the new budget law of 
Colorado is described in  detail and the forms 
of the General Budget Summary and the five 
schedules are also presented.
A  recent editorial in  Business Week on the 
Recovery Drive, referring to the President’s 
address, said:
"Even more significantly, it  holds that this 
nation cannot exist 'half boom and half broke.’ 
There must be a reasonable prosperity for 
everybody, not great prosperity fo r the few 
and poverty for the rest. The implications of 
that brief, unemphasized, passage in  the Pres­
ident’s talk are tremendous. Carried out, that 
means the days o f unlimited profits are past; 
it means increased pressure o f taxation on 
big individual incomes; it  means redistribu­
tion of the national income.”
Boyd’s City Dispatch recently published 
two tables relating to wealth classification 
which are extremely interesting. The purpose 
o f them was to indicate the buying power of 
different groups and by different states. Ac­
cording to the tables there were 1,632,589 in ­
dividual Americans who were worth from 
$5,000 to $50,000, and there were 18,122 
who were worth over $1,000,000. There were 
58,786 industrial concerns worth more than 
$35,000, o f which 12,321 were worth over 
$1,000,000. Another interesting figure given 
was to the effect that there were 182,062 rural 
residents who were worth $50,000 and over.
The United States Office of Education has 
recently released a report showing that in 
spite o f the special attention which has been 
given to the training fo r business, only 7,000 
students are graduating each year from such 
courses as against a potential need o f practi­
cally ten times that number. The potential 
need was based on an estimate o f the number 
of replacements annually required in positions 
for which special training is important. The 
United States is the greatest consumer nation 
in the world but only 3% o f high school pu­
pils are studying economics. J. O. Malott, 
Specialist in Commercial Education in the O f­
fice of Education, believes that a major need 
o f today is fo r courses in economic citizenship, 
the purpose o f which should be to give the 
pupil not only an insight into his own per­
sonal and household problems of budgeting,
saving and investment but into the larger 
economic problems o f the nation. In  time 
these courses should develop a citizenship 
much freer from  the curse o f economic be­
wilderment than we now have.
One o f our members, A llen Redeker, had 
a narrow escape in  connection w ith the de­
structive flood waters that recently swept Bear 
Creek canyon, Colorado. On a trip  he had 
stopped at a hamburger stand at Starbuck 
and was just preparing to drive on when he 
heard a terrific noise w ith the injunction "Run 
for your lives.”  He jumped from the auto­
mobile, which had almost immediately been 
completely surrounded by water, succeeded in 
making his way to a rock wall to which he 
clung desperately until the water receded suf­
ficiently to permit him  to climb to safety. He 
saw three others carried away to their death 
and has not recovered trace o f his own auto­
mobile. W hile clinging to the wall the water 
many times swirled over his head and the 
problem involved was as to whether it  would 
come enough higher to reach the ledge to 
which he was clinging and loosen his hold. 
The water was o f sufficient force to tear his 
clothing from his body. Experiences o f this 
sort are not welcome.
 
  State Societies  
C ALIFO R N IA
One hundred and fifty  accountants and in ­
vestment bankers were present at a jo int 
meeting o f the Los Angeles Chapter o f the 
California State Society o f Certified Public 
Accountants and the Southern California In ­
vestment Dealers Association held on Mon­
day, September 11. The large attendance was 
due to the timely nature o f the subject— the 
Federal Securities Act o f 1933. The Act was 
ably and exhaustively discussed from the legal 
standpoint by M r. Harry L. Dunn, member of 
the firm  o f O ’Melveny, Tuller & Myers, who 
brought out very clearly the serious responsi­
bilities o f both accountants and investment 
dealers in the protection of the investing pub­
lic. The accountants present were keenly 
interested in the outline o f the Act from  an 
accounting standpoint as presented by I.
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Graham Pattinson, past president of the State 
Society.
Following the two splendid papers a very 
interesting discussion took place.
The Los Angeles Chapters o f the National 
Association of Cost Accountants, of the Cali­
fornia State Society of Certified Public Ac­
countants, the Petroleum Accountants Society, 
Beta Alpha Psi and the Society of Industrial 
Engineers, met in jo int session on Monday 
evening, July 10, for the purpose o f dis­
cussing the National Industrial Recovery Act.
The meeting, which was preceded by a 
dinner at the Mona Lisa Restaurant, was at­
tended by approximately five hundred.
CONNECTICUT
A special meeting of the Connecticut So­
ciety of Certified Public Accountants was held 
on the afternoon and evening of July 21, at 
W ilcox Restaurant, Savin Rock, West Haven.
Important business matters were transacted 
in the afternoon and fo llow ing dinner the 
evening session was given over to guest speak­
ers and the Technical Committee. Thomas 
Steele, President o f the First National Bank 
of New Haven and a member of the Council 
of the Federal Reserve Board, spoke on the 
Glass-Steagall Banking Act. O lin Glen Saxon, 
Professor o f Business Administration at Yale 
University, reviewed the first part of the Na­
tional Recovery Act. The second part o f the 
Act, dealing w ith Taxation, and the Securities 
Act o f 1933 were discussed by the Technical 
Committee.
FLORIDA
The Florida Institute of Accountants issued 
Bulletin No. 2, Volume I, as o f September, 
1933. The Bulletin fills five pages w ith items 
o f general interest as well as its "Personals”  
which deal a little  more intimately and good- 
naturedly w ith Institute members.
ILLIN O IS
A t the annual meeting of the Illinois So­
ciety o f Certified Public Accountants, held 
on September 12, the follow ing officers were 
elected fo r the year 1933-1934: President, 
John P. Dawson; Vice-President, Homer L. 
M ille r; Secretary-Treasurer, Fred J. Dun­
combe; Directors, Hiram T. Scoville, Charles 
W . Jones, W illiam  F. G. Ross, Edward B.
W ilcox; Auditors, H. C. Hawes and Cyril 
Talbot.
IN D IA N A  
We are in receipt o f Bulletin No. 3, V o l­
ume I, issued by the Certified Public Account­
ants of South Bend.
KANSAS
The Kansas Society of Certified Public Ac­
countants held its annual meeting Friday, 
September 8, at the Jayhawk Hotel, Topeka.
The follow ing officers were elected for the 
ensuing year: President, Wm. H. Moberly, 
W ichita ; Vice-President, F. A. McCoy, 
Topeka; Secretary-Treasurer, O. C. Colvin, 
W ichita; Directors, W . T. Newman and H. 
W . Gifford of Topeka.
Among the matters of business transacted 
was the authorization of the president to ap­
point a committee on Cooperation of Ac­
countants and Bankers.
LO U IS IA N A 
The annual meeting of the Society of 
Louisiana Certified Public Accountants was 
held on August 10 followed by a smoker.
The regular business was gone through and 
the follow ing officers were elected: Louis H. 
Pilie, President; Geo. E. Conroy, Vice-Presi­
dent; George A. Treadwell, Secretary; A. A. 
Wegmann, Treasurer; Thos. A. Williams, 
Archie M. Smith, and E. J. DeVerges, addi­
tional Members Executive Board.
The President presented a fu ll and com­
prehensive report on the activities of the So­
ciety during the past year which was ordered 
to be printed and distributed.
MASSACHUSETTS
An informal meeting of the Massachusetts 
Society of Certified Public Accountants, Inc., 
was held on Wednesday afternoon, August 
16, at the Chamber of Commerce, for the 
purpose of discussing the new Federal Capital 
Stock Tax and related matters.
The first regular meeting of the 1933-34 
season was held on Monday evening, Septem­
ber 25, in the G rill Room of the Parker 
House.
Walter A. Staub, President o f the New
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To keep  you  advised
a b o u t  th e  l at e s t  in
Punched Card Accounting
P O W E R S  
( P U N C H E D  C A R D )
A C C O U N T I N G  M A C H I N E S
D iv is io n  o f  R E M IN G T O N  R A N D  In c ., Buffalo, N ew  Y o rk
THIS SERVICE is supplied without cost to you, avail­
able to both public and private accountants. It includes 
a stiff cover loose leaf binder and a monthly bulletin 
service to file in the binder telling o f the latest develop­
ments in Punched Card Machines and Methods. It 
makes a most useful reference volume for every ac­
countant’s office. Just fill in the coupon, paste it to your 
letterhead and mail.
p o w e r s  a c c o u n t i n g  m a c h i n e s ,
D iv is ion  o f  R E M IN G T O N  R A N D  Inc.
B uffalo, N ew  Y o rk  
Please send me, with no obligation on  my part, the Powers Reference 
Manual and Bulletin Service.
N am e................................................................................. ..................................
F irm ......................................................................................................................
S tree t....................................................... .................................................. .........
C ity ...................................................................S tate .........................................
L IS T E N  T O  "M A R C H  O F T IM E ” EV E R Y  F R ID A Y  8 :3 0  P . M . EA STER N  S T A N D A R D  T IM E  C O L U M B IA  N E T W O R K
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York State Society of Certified Public Ac­
countants, spoke on "The Accountant’s Re­
sponsibility Under the Securities Act of 
1933.”
M IC H IG A N
A t the annual meeting o f the Michigan 
Society o f Public Accountants, held July 27, 
the follow ing officers were elected fo r the 
ensuing year: President, James Lawton; Vice- 
President, Edward Fry; Secretary, Joseph L. 
Staub; Treasurer, Nate Kaletsky; Directors, 
James Lawton, H. G. Mounteer, Edward Fry, 
Nate Kaletsky, Cecil Miner, Lee Rosenberg, 
and Joseph L. Staub.
The Western Michigan Chapter o f the 
Michigan Association o f Certified Public Ac­
countants held its first meeting o f the season 
on Thursday evening, September 14, at which 
time there was informal discussion o f the new 
Federal and State laws o f special interest to 
the practicing accountant.
M INNESO TA
The Duluth members o f the Minnesota 
Society o f Certified Public Accountants were 
hosts to all practicing accountants in  the State 
at an all day meeting o f the society on Au­
gust 25.
Business men and women o f the city had 
been invited to the noon luncheon at the 
Spalding Hotel to hear Professor W . H. 
Spencer, Dean o f the School o f Business, U n i­
versity o f Chicago, who spoke on "The Future 
o f Business Under the Recovery Legislation.”  
The meeting was attended by some three hun­
dred. Professor Spencer’s talk was broadcast 
over WEBC.
In the afternoon a go lf tournament was 
held at Northland Country Club and in  the 
evening there was a banquet at the Duluth 
Hotel. A t the meeting follow ing the banquet 
Professor Spencer again spoke, his topic on 
this occasion being "The Recovery Act and 
A fter.”
On Saturday, August 26, an invitation was 
extended through the Minnesota Society to 
have Dean Spencer appear at a luncheon meet­
ing o f the Chamber o f Commerce, the K i ­
wanis Club and the Rotary Club of Virginia, 
Minnesota. This meeting was attended by 
about seventy business and professional men.
The Duluth meeting proved to be the most 
outstanding meeting of the year and much 
credit is due Chairman Emil Nelson and his 
committee of J. MacGregor, Jarl W . Hanson, 
Frank W . Wilson, and Roland H. Rogers for 
their splendid work.
M O N T A N A  
The annual meeting o f the Montana So­
ciety o f Certified Public Accountants was held 
at Helena on July 28, 1933, at which time 
the follow ing officers were elected: President,
F. S. Jacobsen; Vice-President, Ernest E. M ur­
ray; Secretary-Treasurer, George F. DuVall.
TENNESSEE 
The second annual meeting of the Tennes­
see Society o f Certified Public Accountants 
was held at the Noel Hotel, Nashville, on 
Friday and Saturday, August 25 and 26, 1933.
About forty accountants attended the meet­
ing and enjoyed the two-day program which 
included technical sessions, addresses, and 
delightful social features fo r both members 
and their ladies. On Friday morning Dr. O. 
C. Ault, Professor o f Economics, Peabody 
College, spoke on "The Commodity Dollar.”  
On Saturday morning there was an address by 
W . R. Pouder, Secretary, Tennessee Taxpay­
ers’ Association, on "Governmental Finance 
and Accounting.”
Officers elected fo r the year 1933-34 were: 
President, M. O. Carter o f Memphis; Vice- 
President, Clifford D. Buffon of Chattanooga; 
Secretary, H ilary H. Osborn, Nashville; Treas­
urer, Avis T. Hobbs o f Nashville.
A t the annual meeting of the Memphis 
Chapter o f the Tennessee Society o f Certified 
Public Accountants, held in  July, the fo llow ­
ing officers were elected: President, M. O. 
Carter; Vice-President, George A. Bone; Sec­
retary, W . H. Price; Treasurer, C. W . Eader; 
Directors, Harry M. Jay, W . H. Jackson, and 
J. L. M iller.
A  meeting was held on August 15, to in ­
troduce the newly elected officers and directors 
to their respective offices and to hear reports 
o f retiring officers and committeemen.
The Memphis Chapter has under considera­
tion plans for issuing monthly bulletins and 
fo r establishing a library.
To m anage for profit, and p rotect against 
loss, you need, from  now on, the
N ew Financial
Handbook
I N following you r profession, w hether in public 
  p ractice  or in com pany employ, you can use th is  
g rea t new Handbook to trem endous advantage. 
Betw een two covers is reliable inform ation on 
everything relating to practical financial management 
under modern conditions. All in one place, you have the 
things you continually need to know about managing 
everyday finances of a small or large business— handling 
transactions arising out of use of stocks or bonds—using 
bank and credit facilities— analyzing and making invest­
ments (see contents at right).
E quips Y o u  to H andle Successfully  
All Types o f F ina n cia l Situations
In  considering the effect on a client’s requirements of 
new laws, new standards, innovations in practice— the 
whole host o f matters you may never have had to take 
into account before, you have in this Handbook ju st the 
trustworthy guidance you want. You can deal promptly 
with new or unusual situations; look ahead to the conse­
quences of one course or another; see what to avoid.
No other publication does all this for you. Time and 
again, on vital points, you get help you would be hard put 
to find anywhere else.
M ake A ccessible th e  B est E xp eri­
en ce  to D ate on All A ngles
In  using this great Handbook, you add to 
your personal equipment for handling financial 
questions, up-to-the-minute methods, ideas, and 
suggestions gathered from hundreds of first­
hand sources— opinions of leading authorities; 
financial reports; court cases and law reviews; 
business, accounting and banking journals.
Illustrations without number from recent 
practice of large and small concerns bring you 
satisfactory and extremely able solutions, tech­
nical procedures for a wide variety of conditions.
Compressed into this single sturdy volume of 
1,675 pages is material equivalent to fully ten 
big books. Everything plain, in shape to apply;
60-page index.
S ent for 5 Days’ Examination
Whether you have to do with the finan­
cial operations of a single company, or, 
through your practice, are called on to 
give counsel to many, you will find the 
new Financial Handbook an investment 
that will repay you hundredfold.
Send for a copy. You risk nothing; the 
book will be shipped you on approval. I f  
it does not convince you that it offers 
help you do not want to risk being with­
out, send it  back.
Mail the order form at the right— now.
Edited by 
ROBERT H. MONTGOMERY
Counsellor-at-Law, Certified Public Ac­
countant; member of the firm of Lybrand, 
Ross Bros. & Montgomery.
Assisted by an Editorial Board 
of 48 Able Specialists
29 Sections Cover:
Corporate Organization and Procedure; 
Promotion and Financial P lan s; Financial 
Statements and Reports; Working Capital 
Management; Control of Cash Receipts and 
Disbursements; Control of Inventories; 
Credits and Collections; Negotiable Instru­
ments.
Fixed Capital Expenditures; Bonded In ­
debtedness ; Stock Capitalization; Surplus, 
Surplus Reserves, Dividends; The Budget 
in Financial Control; Corporate Consolida­
tions and Mergers; Read­
justing and Reorganizing 
Solvent Concerns; Composi­
tions, Assignments, R e ­
ceiverships. Reorganizations, 
Bankruptcy.
Commercial Bank R ela­
tions; Analysis and Hand­
ling of Investments: Insur­
ance Protection; Real Estate 






The Ronald Press Company 
15 E ast 26th St., New York, N. Y .
Send me postpaid a copy of the new 
Second Edition of the Financial Hand­
book. W ithin five days after receipt, 
I  will send $7.50 in full payment or 
return the book to you.
(please print) 
F irm  or







*Must be filled in if  not accompanied by cash.
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State Board N ew s 
AR IZO N A 
The Arizona State Board o f Accountancy, 
recently appointed, has organized as follows: 
President, R. G. Darrow, Tucson; Secretary, 
R. L. Jones, Phoenix; Treasurer, Arthur C. 
Rogers, Phoenix; Members, Fred G. Lambert, 
Phoenix, and Kenneth W . Davidson, K ing­
man.
FLO RIDA
The Governor recently reappointed H. P. 
Andrews, of Tampa, to membership on the 
State Board o f Accountancy and appointed 
W . F. Divine, o f West Palm Beach, to suc­
ceed C. C. Potter, o f Orlando.
N EW  JERSEY 
George H. Kingsley o f Bogota and Joseph 
Thieberg of Paterson have been appointed to 
the New Jersey State Board o f Accountancy 
to succeed W illiam  Surosky of Paterson and 
W illiam  H. Compton of Trenton.
TENNESSEE 
Announcement is made o f the follow ing 
appointment to the Tennessee State Board of 
Accountancy: Harry M. Jay and M. O. Carter 
o f Memphis, Avis T. Hobbs o f Knoxville and 
Orville E. Johnson o f Chattanooga.
A N N O U N C E M E N T S
Robert W . Robb, C.P.A., has become as­
sociated with the firm of A llen R. Smart & 
Co., Certified Public Accountants, w ith o f­
fices in Chicago, New York, Dayton, Los 
Angeles, and London, England.
John F. Clough, C.P.A., announces the 
opening o f an office at 2304 Girard Trust 
Building, Philadelphia, Pa.
L. C. J. Yeager and Kenneth W hite an­
nounce the formation of the firm  of Yeager 
&  White, Accountants and Auditors, Louis­
ville Trust Building, Louisville, Kentucky.
O. Edwin Nickels, C.P.A., announces the 
removal o f his office from the Woodward
Building to 507-508 Bowen Building, Wash­
ington, D. C.
Albert Brown, C.P.A. and attorney at law, 
announces the opening o f an office for the 
practice of law and accounting at the office of 
Coddaire, Vaughan, Gorman & McMenimen, 
Attorneys at Law, Rooms 1007-1010 40 Court 
Street, Boston, Mass.
Harold E. Sandahl, C.P.A., is now located 
at 504 Northwestern Bank Building, Minne­
apolis, M inn.
Russell S. Bogue, C.P.A., announces the 
opening of offices for the practice o f account­
ancy at 905 Citizens Bank Building, Tampa, 
Florida.
Are You Going to Washington 
to Start the W heels of Your 
Industry?
Whether i t  be in connection w ith  con­
ferences on Industria l Codes or the 
administration of the $3,300,000,000 
Public Works Program, The W illard 
is your logical headquarters—adjacent 
to
In te rn a l Revenue B u ild in g
Incom e T a x  U n it
U . S. B oa rd  o f T a x  Appeals
General Johnson ’ s Office
Office o f S ecre ta ry o f In te r io r  Ickes
H om e Loan  B a n k  H d q trs .
Fa rm  Loan  B oard
P u b lic  W o rks  B udge t H d q trs .
N ew  Commerce B u ild in g  
Office o f P ostm aster General F a rle y  
  W h ite  House Offices
T h e  R a ilro a d  A d m in is tra tio n
WILLARD HOTEL
" T h e  R e s id e n c e  of P r e s id e n ts ’’
14th and Pennsylvania Avenue 
W ashington , D . C.
H .  P . S o m e r v i l l e , Managing Director
CLASSIFIED ADVERTISEMENT
H A V E  O P E N IN G  F O R  C E R T IF IE D  P U B L IC  A c­
countant by exam ination who is able to contact and close 
assignm ents. One who is able to help finance and push 
forw ard a grow ing office in the Rocky Mt. states. Ad­
dress B ox  K -309 , T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t .
NEW  YO RK  C P .A . TH EO RY  QUESTIONS w ith  ANSW ERS
W I L L  B E  A V A IL A B L E  E A R L Y  IN  OC TOB E R
by Dean Joseph C. M ye r and  Associates
This volume contains the C. P. A  theory questions asked in 36 New York State 
examinations during the past 18 years — over 540 questions in almost every branch of 
accounting theory — arranged into classified subject groups with authority checked 
answers by practicing certified public accountants. Not only of inestimable value to 
C. P. A. candidates but a text and reference work in higher accounting courses.
Fabrikoid Bound. Price $6.00 
(The com b ined  p rice  w ith  New Y o rk  C. P. A .
Law  Q uestions w ith  Answers is  . . . $9.50)
NEW  YORK C . P . A . LA W  QUESTIONS w ith ANSW ERS
b y  A . L in c o ln  L a v in e  Fabrikoid Bound. P rice $4.75
This book, the first of its kind ever published, contains all the law questions asked of
C. P. A. candidates in New York State in 35 examinations during the past 18 years — 
over 500 questions in almost all branches of substantive law — classified into topic 
subjects and answered with adequate citations of cases. The work is not only of indis­
pensable use to C. P. A. candidates but with its complete index furnishes an excellent 
manual for the busy practitioner and a text for courses in commercial law.
ESTA TE ADM INISTRATION and ACCOUNTING
b y  C h e s te r  J . D o d g e  Fabrikoid Bound. Price $5.50
Auditor of Accounts, Surrogate’s Court, New York County.
Quoting from the New York Law Journal:
. . Professor Dodge’s book is particularly valuable. . . .  A  large percentage of 
the cited cases are those decided in the past few years, so that the book may be said to 
concern itself principally with questions which are now of special and current interest 
to attorneys. . . . One feature of this work not to be found in other books on surrogates’ 
practice is the printing of complete schedules and computations as additional aids in the 
explanation of the intricate subjects considered.”  NOW IN  IT S  THIRD PRINTING.
OUTLINE of A U D IT PRO CED U RE
by Thom as J . H ogan, M a la c h i A . F in n e n  Cloth Bound. Price $2.50
A manual of audit procedure for practitioners and collegiate courses in auditing with 
the necessary audit steps in tabulated form for the average type of audit. Increased 
efficiency in the accountant’s own office can be effected by use of forms illustrated; such 
as accountant’s time sheet for field work, time sheet for principals and office workers, 
special ruled client’s ledger account and application for employment forms.
These books are on sale at leading book stores or send orders with remittance to the publisher.
Standard Text Press, 186 Joralem on Street, Brooklyn, N. Y.
Please send me the following:
□  C .P .A . Theory Questions and Answers $6.00 □  Estate Administration $5.50
□  C. P . A . Law Questions and Answers $4.75 □  Outline of Audit Procedure $2.50 
for which I  enclose $ .......................... delivery to be free (east of Mississippi).
S IG N E D .......... ......... ........................................... ................................................... ...................................................
C O N N EC TIO N ..... ......... .......................................................................... ................. .................................... .......
A D D R E S S .................................... ....... ............ .......... .................................. .............................................. .
I  understand I  have the privilege o f returning the book  unm arked w ithin five days  
fo r  refund o f net amount paid.
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These new machines are especially timely in view of the 
increased demand for more complete, more detailed 
figures and business statistics. Burroughs can assist in 
bringing greater speed and greater simplicity to every 
kind of accounting and statistical work. Many of these new 
machines write several records in one operation; many 
machine operations are automatic; all are time-saving. 
Call the local Burroughs office for complete information. 
Or write to Burroughs Adding Machine Co., Detroit.
FOR COST AND 
PRODUCTION RECORDS
Newly designed Burroughs machines—comput­
ing by high-speed direct m ultip lication — 
automatically accumulate m ultiple totals o f 
hours, pieces, amounts. This greatly simplifies 
handling labor, material, and overhead figures, 
whether by job  cost, standard cost, process cost, 
o r any other plan.
FOR SALES ANALYSES
New Burroughs machines fo r analyzing sales by 
departments o r commodities; by territories; by 
kind or  size o f containers o r packages; w ith  
taxes, exemptions, deductions. Usually only one 
handling o f the orig ina l record i  s required. Cost 
o f sales computed quickly and easily.
FOR PAYROLL, TIMEKEEPING 
AND LABOR STATISTICS
New Burroughs machines compute earnings and, 
in  one operation, prepare a ll records, including 
employees' earnings, payroll sheet, pay check o r 
pay envelope. They automatically accumulate 
such labor statistics as hours, earnings, various 
deductions, and net pay fo r any desired period 
as a by-product.
FOR GENERAL STATISTICS
Newly designed Burroughs machines—w ith  an 
especially high-speed computing m echan ism —  
that calculate percentages; that pro-rate overhead 
and other expenses; that calculate cost per unit 
and provide other sim ilar figures and statistics.
we do our part Burroughs 
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How this training 
meets the needs of the individual
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most interested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly mail our booklet, “How to Learn  
Accounting” to anyone who is interested in obtaining full 
information regarding I. A. S. training. Address t h e  inter­
national Accountants Society, Inc., 3411 South Michigan 
Avenue, Chicago, Illinois.
I n t e r n a t io n a l  
A c c o u n t a n t s  S o c ie t y , I n c .
a  Division o f  the
ALEXANDER HAMILTON INSTITUTE
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1932, a t the post office a t R ichm o nd . V irg in ia ,  under the  act o f  M a rch . 1879.
" There is no substitute fo r  w o rk .”
Jo h n  M .  Si d d a l l .
The President’s Page
N.R.A. Real Values
B y  G eo r g e  P r ic e  E l l is , C.P.A.A  
WEARY business man, whom a friend rallied for his discouragement, 
answered: "I am tired of making history!”
A good many of us have felt the same. In the let-down after the first 
drive and enthusiasm for the recovery program, we have tended to minimize 
real values. Many a business man, with a child-like faith in miracles, is now 
downcast because the miracles he expected proved impossible. Burdened with 
code detail; overwhelmed with uncertainty, and with the conflict of ideas, 
methods, objectives, we tend to lose sight of encouraging aspects of the New 
Deal. What are some of these constructive accomplishments?
First, I would say that the relaxation of the anti-trust laws to permit co­
operative action under codes is a tremendous and a lasting benefit. True, there 
were already milestones on that route before the N.R.A. came into being, but 
the fact remains that under the guise of emergency, and national recovery, 
cooperative action has been not only fostered but made an ethical and economic 
goal in whose achievement every man has a personal stake. Perhaps we would 
have attained to the same theory gradually by more circuitous routes, if the 
N.R.A. had not been chartered to order our business lives; but at least the 
N.R.A. has made possible such action much sooner and more completely than 
otherwise. And in doing so, it has won public opinion to tolerance of an idea, 
of which the public mind has long been singularly intolerant.
Second, a significant realignment of labor is taking place. The obvious 
encouragement to unionization given by N.R.A. must not obscure for us two 
major developments. (1) There is, I believe, a distinct but growing minority 
standing for vertical unions as opposed to craft unions. (2) Union leadership 
is being challenged by government itself. Better leadership of the rank and 
file must be forthcoming—leadership that will be more in the nature of indus­
trial statesmanship and less in the nature of a scramble for personal power and
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aggrandizement—if labor leadership is to maintain itself in the face of govern­
ment and code guarantees to the worker that do not rest upon union member­
ship.
Third, the man in the street and the professors are both learning by hard 
experience a great deal of economic common sense. There is no test like ex­
perience to demonstrate theory. Few professors have had so grand a national 
laboratory to try out their experiments. Few business men have had a chance 
to see theory tested before their eyes, and even to share in the testing. Hereto­
fore, we have had theorists, we have had politicians, we have had consumers, 
we have had laboring men, but they thought in separate compartments. N.R.A. 
is working the miracle of making economists of some politicians; politicians of 
workers; theorists of consumers; and, it may be, skeptics of a nation of tradi­
tional optimists. This may or may not be all for the common good. But it 
suggests that the class struggle going on about us: farmers against the world, 
debtors against creditors, employees against employers, political government 
against industrial government, may turn out to be only strident symptoms of 
the breakdown of narrow class lines. True cooperative development must cer­
tainly bring a broader understanding of other men’s problems, better apprecia­
tion of individual rights and privileges and duties in relation to the general 
good.
Again, the fact that day-to-day problems now deal with issues that were 
disregarded by or beyond the ken of many business men a few years ago, is an 
educational development of the first rank. Men grow by striving to master 
something just beyond their reach. That they are reading, studying, thinking, 
working to attain an intelligent grasp of new conditions and the new forces 
let loose in the business world, is one of the most hopeful signs of a better day. 
That this transformation is working silently, that it may be wholly obscured in 
the political ballyhoo and clash of interest, must not lead to underestimation 
of its force. Clear-headed expression of reasoned opinion was, therefore, never 
more valuable; indeed, well-grounded criticism is an absolute duty that rests 
upon every man who, by professional training or experience or insight, has 
special knowledge with which to enlighten his fellows.
A fifth constructive aspect of N.R.A. is the new emphasis upon manage­
ment. With price cutting and cutthroat competition of all kinds ruled out by 
general agreement; with prices openly quoted and enforced by code authority, 
the business advantage now lies with the man who can win profits on quality 
by skillful management. Accountants know there are more ways of paying 
dividends than by volume of business at the other fellow’s expense. There are, 
for example, the profits that accumulate from carefully worked out savings in 
costs without destroying wage levels or price shaving. A company operating 
7,000 salesmen’s cars, averaging 30,000 miles a year each, succeeded in cutting 
costs of car operation one cent a mile. The resulting $2,100,000 was equivalent 
to a 6 per cent dividend on the company’s $35,000,000 capital investment.
There are, too, the savings to be attained by the right kind of standardization 
and by coordination. The head of a department with a genius for management
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was faced with the order to release six young engineers. Instead, he gave them 
a chance to "find” their salaries by an intensive study of production costs. As 
a result of this concentrated, thorough study of plant operation, the six young 
men not only found means to cut costs to the amount of their joint salaries, 
but to many times that amount per month.
A sixth development is the definite encouragement of conservation of na­
tural resources. The criminal waste of lumber, coal, oil, soil fertility is in the 
way of being stopped. Other evils may grow out of the methods employed, but 
the nation as a whole is at least thinking conservation, which is a step of 
infinite good.
Add to these broad constructive trends under N.R.A. certain specific ad­
vantages: the limitation of child labor and the obligation arising therefrom to 
better our educational systems; the elimination of bad practices such as price- 
cutting, sweat-shops, unethical and wasteful advertising; the beginnings of a 
planned production instead of the mad scramble for volume at any price; the 
solid social gain of shorter hours and more leisure for workers, and setting of 
minimum wage levels. Then we see that the N.R.A. program, in spite of many 
mistakes, is moving in the right direction. The program’s ultimate success de­
pends, however, upon business men working with and not against it; upon 
business not submitting to be led and coerced, but taking instead the leader­
ship; upon Business not Government carrying out the great blueprint of indus­
trial self-government envisaged in Mr. Swope’s recent proposal.
Thoroughness
By F r a n k  W i l b u r  M a i n , C.P.A.
With the passing of time successful business becomes more and more routine 
with a minimum requirement of thought to carry on. Successful professional 
work, however, becomes increasingly non-routine, requiring a maximum of 
thought to carry on.
With the passing of time the successful business man can take it easier and 
easier; the successful professional man, on the other hand, must constantly per­
form work of an increasingly high standard.
The successful doctor must cure "incurable” cases; the successful lawyer 
must win "unwinable” lawsuits; the successful accountant must discover and 
report "undiscoverable” facts. Fortunately for the general reputation of doc­
tors nature itself cures most ills; most lawyers often face equally superficial 
opponents; and most clients never dream of suspecting the results which their 
accountants might have but did not disclose.
Perhaps the one great and fundamental fault of professional men is super­
ficiality. It is hard, it is trying, and it is irksome to lay the foundation for thor­
ough work. It interferes with family, social, athletic, and, often, educational 
programs. It is likewise equally difficult, after the foundation is laid, to do 
THOROUGH work.
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How can an accountant undertake the audit of a business with which he is 
not familiar and do a genuinely creditable job without going out to the public 
library or otherwise familiarizing himself with that particular industry? How 
can he know how that client is doing without, if possible, checking against the 
comparative statistics of the industry? How can any young professional man 
render satisfactory, chargeable service without devoting much of his own un­
chargeable time to outside study and review ?
There is romance in every business, industry, and trade. There are many 
keys that will unlock the doors of this romance; none of them, however, are on 
the key-rings of the superficial.
THOROUGHNESS brings many rewards—the most important, perhaps, is 
the satisfaction that comes from work well done. The thoroughgoing worker 
and thinker will often feel lonesome—there are so few of them.
Courageous Optimism
During the last three years accountants have visited us and written us 
reciting the many troubles which have confronted them by reason of loss of 
employment, loss of clients, inability to make collections, family problems 
(usually centering around illness), and financial loss.
In some cases discouragement was so apparent that one could hardly imagine 
the individual being capable of rendering a satisfactory service if an opportunity 
had presented itself.
Today one who has been a member of The American Society for ten years, 
came into the office, having been recently told by eminent surgeons that cancer 
was taking its toll very rapidly. Throughout the entire visit there was a genuine 
cheerfulness shown which should shame those of us who, in spite of all our 
troubles, have in reality had nothing that should have produced the despair 
they did as compared with the experiences which have been a continuous part 
of his everyday life for several years.
When the surgeon notified him as to the result of the careful diagnosis 
which had been made and endeavored to soften the report by suggesting that 
an operation might delay the ravages of disease, his comment was, "Doctor, is 
that all you found?”
Carrying since the World War scars from eighteen wounds; having been left 
in the trenches as dead, with the place where he fell twice held later in the day 
by both sides, he has carried on since that time in a professional way that showed 
a ruggedness of determination which few possess. As he left us he expressed 
the thought that he was not "down-and-out” by any means. Having survived the 
stomach wound, which was now his particular menace, through these years, in 
spite of troubles which it had caused, he has endeavored to get out of life all 
that was available to any one who was enjoying all the blessings of health.
A cheerful example to all of us these days to utilize every opportunity for 
improving the world in which we live. Cheerfulness and optimism have already 
given him years of activity. May his example move all who read this note to 
emulate his spirit.
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The United States Board of Tax Appeals*
By H o n o r a b l e  L o g a n  M o r r i s ,  Chairman, Washington, D. C.
T  A M  indeed grateful for your kind invita­
tion to meet with you today and fo r the 
opportunity o f saying a few words to you. I 
interpret your invitation to me as a desire on 
your part to hear something about the Board 
o f Tax Appeals. Former chairmen of the 
Board have addressed you on the purposes of 
the creation of the Board, your relationship 
and status in connection therewith, particu­
larly after the passage of the Revenue Act of 
1926, giving the right o f appeal, and your 
duty to your clients in the premises. I t  is 
needless for me to repeat a discussion of those 
subjects. The Board has now been in exist­
ence over nine years, and I feel that it  would 
be appropriate to report to you as taxpayers 
and practitioners before it  on the progress 
which it  has made and to make some few 
suggestions wherein you might be o f assist­
ance in advancing a program which has been 
mapped out.
There are several questions which must 
necessarily occur to you in connection w ith 
any report which may be made on the Board’s 
work; (1) What has it done? (2) How much 
has it  cost? (3) What is the program for 
the future?
To the end of the fiscal year 1933, 72,750 
petitions involving $2,061,009,337.36 were 
filed w ith the Board. That is an average of 
approximately 8,000 proceedings per year, 
w ith an average proposed deficiency per case 
o f $28,330.02. During the same period, 56,- 
250 cases were closed involving proposed de­
ficiencies o f $1,397,289,776.76, in which the 
Board allowed $445,518,642.70, or about one- 
th ird of the amount claimed by the Commis­
sioner. I t  is unnecessary to weary you w ith 
statistics on the number of cases closed under 
the respective classifications. Suffice to say 
that stipulations, opinions, and dismissals ac­
counted for a substantial majority, the stipula­
tions amounting to approximately 60 per cent. 
On July 1, 1933, 16,502 proceedings were 
pending before the Board, o f which 1,444 had
*A d d ress delivered at the annual m eeting of 
T h e A m erican  Society, M ilw aukee, Septem ber 
21, 1933.
been heard and were under submission and 
354 were awaiting the entry of final decision, 
leaving 14,704 proceedings unacted upon. 
The accumulation of pending proceedings 
which had been steadily growing since the 
creation o f the Board reached its peak in May 
o f 1928, at approximately 22,000. Between 
that time and November, 1930, the Board dis­
posed o f more cases each month than it re­
ceived, until at the latter date it had reduced 
the pending proceedings to 15,464, the lowest 
point that had been reached. Starting in N o­
vember, 1930, due to the statute of limitations 
expiring in the years 1927 and 1928 as a re­
sult o f the shortening o f the statutory period 
in the 1928 Act and the Bureau’s change in 
its waiver policy, another flood o f cases started 
and continued to June, 1931, leaving us at 
that time w ith about 20,000 proceedings. W e 
do not feel hopeless then w ith our present 
accumulation, although we recognize that i t  
is still too large. During the last six months 
o f the year, however, substantial inroads are 
normally made into the accumulation, so the 
outlook is that by the first o f the year the 
Board w ill be more current than it has ever 
been. Plans are also in operation to accelerate 
the normal reduction.
There has been some speculation as to the 
amount o f revenue tied up before the Board. 
On paper this amount as of September 1, 
1933 was $671,136,624.87. Standing by it ­
self and without explanation the figure is 
somewhat staggering. I t  must be remembered, 
however, that there are a great many trans­
feree proceedings pending, in which separate 
petitions were filed protesting the same as­
serted liability. Duplications o f deficiencies 
also appear in several groups of affiliated cor­
porations where the Commissioner, pursuant 
to Article 16 o f Regulations 75, has sent a 
notice o f deficiency to the parent company or 
notices were sent to the subsidiaries by reason 
o f the parent being in receivership, and the 
subsidiaries have filed separately, each contest­
ing the same deficiency. I am unable to give 
you in dollars and cents the extent of this du­
plication, but I know o f one affiliated group
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where it  exceeds 75 m illion dollars. I t  is 
safe to say that the actual amount in  contro­
versy is materially less than the figure just 
given you.
I t  might be interesting to speculate on what 
the situation might have been had the system 
o f collection existing prior to the creation of 
the Board existed during the last nine years. 
The Ways and Means Committee Report on 
the 1924 Revenue B ill (House Report 179, 
68th Congress, First Session, pages 7 and 8) 
states, "The right o f appeal after payment of 
the tax is an incomplete remedy and does little  
to remove the hardship occasioned by an in ­
correct assessment. The payment o f a large 
additional tax on income received several years 
before and which may have, since its receipt, 
been either wiped out by subsequent losses, 
invested in non-liquid assets or spent, some­
times forces taxpayers into bankruptcy and 
often causes great financial hardship and sac­
rifice.”  I f  that was true in 1924, under nor­
mal business conditons, how much greater 
would have been the hardship and wide­
spread the bankruptcy under conditions which 
have existed since 1929. O f the 72,000 pro­
ceedings filed w ith the Board it  is reasonable 
to suppose that a substantial majority o f them 
would have resulted in  suits in  the Federal 
district courts. Those courts, already over­
burdened under their present jurisdiction, 
would have had an insurmountable task, re­
sulting in  unavoidable delays in  the final 
determination o f tax liability. In  place o f one 
closely kn it organization which is devoting its 
entire time to the questions arising under the 
various Revenue Acts and which is attempt­
ing to establish uniform principles and in ­
terpretations for the guidance o f taxpayers 
and the Bureau o f Internal Revenue, would 
have been substituted the decisions o f a great 
many district judges working independently 
o f each other. Conflicting rulings, confusion 
and delay in the administration o f the revenue 
laws and an increased number of appeals to 
the circuit courts o f appeals might have re­
sulted therefrom.
A  further advantage is in the settlement of 
cases. More than one-half o f the cases ap­
pealed to the Board have been settled before 
trial. Were these cases on the calendars o f the 
district courts throughout the country, the 
problem of settlement would be immeasurably 
increased. Settlements would have to go
through, first, the United States District A t­
torney, next, the Department o f Justice, then 
the General Counsel o f the Bureau of In ­
ternal Revenue, w ith final approval by the 
Commissioner, as opposed to direct negotia­
tions w ith the Bureau on Board cases.
Let us examine the appeals which have been 
taken from the Board’s decisions. Since that 
right was established in the Revenue Act of 
1926 there have been approximately 19,847 
appealable cases, which figure naturally does 
not include decisions based on stipulations. 
2,562 appeals were filed— less than 13 per 
cent— of which, 688 were undecided as o f 
June 30, 1933. O f the 1,874 closed, the 
Board was affirmed in 1,206, or approximately 
two-thirds o f the cases— modified in 126, and 
reversed in 539. In  other words, over 87 per 
cent of the appealable decisions were accepted 
and of the remaining 13 per cent, 8 per cent 
were affirmed, thus making the Board’s de­
cisions final in 95 per cent o f the proceedings. 
The Board’s record before the Supreme Court 
is even more favorable. O f the 251 proceed­
ings closed by that Court to June 30, 1933, 
the Board was affirmed in 199— approxi­
mately 80 per cent— modified in 16 cases—  
and reversed in 36. These figures include the 
denial o f applications for writs o f certiorari.
I  would hesitate to burden any other audi­
ence w ith further statistics, but as they are 
your implements o f labor I  feel that I am not 
encroaching on your good disposition by dis­
cussing the financial phase of the Board’s 
operations. Whether our balance sheet actu­
ally balances without too much padding of in ­
tangible items w ill have to be le ft fo r your 
determination. The average appropriation for 
the fiscal years 1925 to 1934 inclusive, was 
$595,921.76. The average annual expendi­
tures to the end o f the fiscal year 1933 were 
$567,349.39, which means that of its appro­
priations fo r the first nine fiscal years o f its 
existence the Board has returned to the Treas­
ury of the United States as unexpended, 
$363,073.11, or a yearly average o f $40,- 
341.45. The last time I  appeared before the 
House Appropriations Committee in support 
of our estimate, I made a similar statement. 
I t  seemed inconceivable to several members of 
the committee that any governmental agency 
failed to spend the total amount of its appro­
priation. I t  has always been the policy o f the 
Board to make conservative estimates, and i f
1933 TH E CERTIFIED PUBLIC ACCOUNTANT 647
those estimates proved to be too high, having 
been made usually a year in advance, due to 
unforeseen conditions arising between the date 
o f the estimate and the beginning of the fiscal 
year for which it  was made, to operate as 
economically as possible consistent w ith  effi­
ciency, notwithstanding the fact that money 
was available. We have fe lt that practice 
should be the usual and ordinary course to 
pursue. Through consolidations and resigna­
tions we have reduced the already small per­
sonnel by approximately 13 employes during 
the past year. We have always viewed ex­
penditures in the ligh t o f necessity rather than 
the desire to spend. The Revenue Act o f 
1926 authorized the Board to impose a filing 
fee o f not to exceed $10, and fees for the 
preparation o f records on review. Pursuant 
to that authority the Board has collected for 
the fiscal years 1926 to 1933, $649,270.00 and 
from miscellaneous fees, $19,573.96, making 
an average annual revenue of $83,955.03 and 
thus reducing the actual annual cost o f opera­
tion o f the Board to $483,394.36.
What the actual cost to the Government 
would have been had the Board’s cases been 
thrown into the district courts can not be esti­
mated w ith any degree o f accuracy. I t  is rea­
sonable to suppose, however, that such a vol­
ume of work would have necessitated the ap­
pointment o f additional judges and staffs, the 
average expense o f which would have been 
fa irly comparable to the cost o f operating the 
Board.
I t  is in another respect, however, that the 
vital savings to the Government are apparent 
by reason o f the existence o f the Board. I  have 
already stated that in the proceedings decided 
by the Board to the end o f the fiscal year 
1933, deficiencies proposed by the Commis­
sioner o f $951,771,134.06 have been disal­
lowed. Assuming three years as the average 
time elapsing between the erroneous payment 
o f the tax and the collection o f the refund, 
and recalling that refunds carry an interest 
rate of 6 per cent, it is a very simple problem 
to determine the enormous savings on the 
interest item and that the cost o f operation of 
the Board is insignificant in relation thereto.
Now, as to the Board’s plans, and wherein 
you as practitioners before it  may be o f as­
sistance in carrying them out. O f first and 
paramount importance is the reduction in  the 
number of pending cases, in  order that the
taxes due may be paid into the treasury or 
that those taxpayers may be relieved of the 
outstanding tax liabilities when the proposed 
deficiencies can not be sustained. I t  is rec­
ognized that any substantial reduction must 
be by way o f stipulations, a matter over which 
the Board has no control. W ith  the complete 
cooperation o f the Bureau o f Internal Rev­
enue a plan was inaugurated in  the present 
West Coast hearings under which practically 
every case on the calendar in  the cities in 
which hearings are now being held was listed 
fo r hearing. Attorneys from the General 
Counsel’s Office went to those cities weeks 
in  advance o f the call o f the calendar fo r the 
purpose o f effecting stipulations as far as pos­
sible, and the information was conveyed to 
the litigants that those cases not settled would 
be heard during the present term. The plan 
has been highly successful and w ill be fo l­
lowed in other cities to the end that all the 
cases on the circuit calendar may be expediti­
ously disposed of. Equally effective efforts 
are now being exerted by the Bureau fo r the 
closing o f cases on the Washington calendar 
upon which an agreement can be reached. 
Through these means the Board’s calendar 
w ill be reduced to actual trial cases. Your co­
operation is essential, first, in  the closing o f 
cases in which there is really no dispute and, 
second, in  the expediting o f the trial o f those 
cases which can not be settled. In  the former 
group, early action w ill be helpful. In  the 
latter class o f cases it  is your duty to your 
client and to the Board to be thoroughly pre­
pared. Thorough preparation makes for 
speedy trials. Know the issues, what facts you 
have to present on each issue, and introduce 
them in logical order. Such preparation saves 
time in  the trial and hours o f the member 
who takes the cases under consideration. En­
deavor to stipulate all the facts which are not 
in dispute and, lastly, be prepared to go to 
trial when your case is calendared for hear­
ing. Considerable time and effort is given to 
the preparation o f a day calendar, aside from 
the clerical work involved therein. Continu­
ances mean that the sitting members, when the 
calendar is called, do not have the necessary 
number o f cases to hear, that other taxpayers 
who are prepared to go to trial but whose 
cases were not set because o f the size o f the 
calendar must suffer further delay in  the final 
disposition o f their tax matters, and that the
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time o f the members is consumed in  consider­
ing such motions and, lastly, the clerical work 
o f the Board is immeasurably increased. This 
tendency on the part o f practitioners to delay 
has hampered us in the final disposition of 
cases. Naturally the Board can not immedi­
ately hear all the pending cases, but w ith  your 
cooperation on its trial calendars, the problem 
w ill be materially facilitated. I  can speak with 
personal knowledge o f the last four years 
and assure you that any taxpayer who has 
been desirous o f an early trial has been able to 
secure it, as there has not been a single motion 
to advance denied. In  fact it  has been very 
refreshing to receive a number of such mo­
tions. W hile  on this subject o f preparedness 
fo r trial— having, as it were, the lamp 
trimmed and burning— let me cite an instance 
which occurred a short while ago. A  case was 
called from the calendar and assigned for 
hearing. The practitioner— admitted to prac­
tice before the Board— outlined his case and 
produced an affidavit in  support o f certain 
allegations. He blandly stated that it  was in ­
convenient fo r his witness to make the trip  
to Washington— and rested. Naturally, Gov­
ernment counsel objected to the introduction 
o f the affidavit as evidence, citing the Board’s 
Rules as his authority. The practitioner ap­
parently had never read the Rules and voiced 
a loud protest when the presiding member 
sustained the objection. Apparently, much 
incensed, he stated that the member might 
dismiss the case and he, in  turn, would appeal 
the matter to the Court. The member pati­
ently explained why this could not be done 
and gave him a continuance. A  good hour 
was consumed on this matter; an hour of 
wasted effort on the part o f the Board and 
Government counsel due to the failure of one 
practitioner to obtain even a working knowl­
edge o f the rules governing procedure before 
the Board.
Naturally the measures being taken to re­
duce the number o f pending cases w ill afford 
only temporary relief, unless the flow of new 
proceedings is checked. The Board was cre­
ated to hear and decide disputes between tax­
payers and the Bureau. The statute contem­
plated that the notice o f deficiency should be 
the Commissioner’s final determination; in 
other words, it  should represent the amount 
or difference in tax upon which the parties, 
after due consideration, were unable to agree.
Theoretical perfection in  the system would be 
reached i f  every proceeding docketed w ith the 
Board resulted in  an actual trial. The fact 
that approximately 60 per cent o f the cases 
have been stipulated indicates that i f  both the 
Commissioner and the taxpayer had made 
stronger efforts to reach a settlement prior to 
the issuance of the notice of deficiency, many 
of these cases would never have reached the 
Board. A  few years ago, as I  am advised, ap­
proximately 8 per cent of the notices of de­
ficiency resulted in proceedings before the 
Board. Recently that percentage has increased 
to between 30 and 35 per cent. Whether the 
accumulation is due to procedural defects in 
the Bureau, or the shortening of the statutory 
period and the change in  policy of not asking 
for waivers, I  am not prepared to say. Ap­
proximately two-thirds of the cases pending 
before the Board are back in the Special A d­
visory Committee o f the Bureau for reconsid­
eration. I feel certain that i f  only those cases 
reached the Board in which, after due consid­
eration, there was a real dispute, the Board 
would have no difficulty in  keeping current. 
We have suggested a remedy fo r this situa­
tion on several occasions. Plans have now 
been made by the Bureau and w ill soon be 
in operation, I am told, which w ill eliminate 
the class o f cases which never should have 
come to the Board in the past. W ith  that ac­
complished, I  hope to see the Board current 
w ithin a year. There is the fullest cooperation 
between the Bureau and the Board in accom­
plishing that result. Your assistance is also 
requested.
Another step being taken by the Board in 
order that it  might render more effective serv­
ice to the public is the reduction in the time 
between the hearing of the proceeding and its 
final disposition. We recognize that after 
a proceeding is heard the taxpayer is en­
titled to as early a decision as possible. You 
can be of material help in accomplishing 
that result. Give the Board the benefit o f 
well-considered and well-prepared briefs. 
They w ill save the time of the member in 
running down authorities, and, in addition 
to the suggestions already made, w ill aid us in 
reaching our goal. The disposition o f cases 
by memorandum opinions was inaugurated to 
hasten decision and save expense o f printing 
without depriving practitioners o f precedents 
for use in other cases because o f the failure
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to publish. As there has been some misunder­
standing among the bar in relation to those 
opinions, it might be advisable to discuss them  
briefly. A t the outset may I advise you that the 
Board has no secret rulings. Although m em o­
randum opinions are merely typed and served 
on the parties, they are placed in the Board’s 
files, which under the statute are public rec­
ords, open to your inspection and are carried 
in a table at the end of each bound volume 
of the Board’s reports. Our file clerks are al­
ways available to assist you in locating any 
such opinion you may desire. These opinions 
are prepared in two types of cases; those in­
volving questions of law upon which the 
courts or the Board has already passed in a 
printed and published opinion, and fact cases 
in which the opinion is dispositive of a par­
ticular case and can not be used as a precedent 
in other cases. The resulting earlier decisions 
and the reduction of our printing bill by al­
most one-half have justified the change.
Last spring the Board inaugurated the prac­
tice of printing its reports in individual pam­
phlet form , following a practice which has 
been in vogue in the courts for a number of 
years. There has been some criticism by prac­
titioners before the Board of this system, and 
to meet the criticism arrangements have been 
made whereby these individual pamphlets will 
be gathered into a bound pamphlet at the end 
o f each month, together with a table of con­
tents and index. The page numbers o f these 
monthly pamphlets will correspond to the 
page numbers which will be used in the bound 
volume in which these reports will finally ap­
pear. The change to the individual pamphlet 
was ordered by the Board to conserve time, 
energy and expense, but the gap between in­
dividual releases and the bound volume was 
soon discovered and steps taken to relieve 
the situation. The making more ready of ac­
cess the rulings of the Board is for your 
benefit.
W hile it is true that our organization was 
created before the day of the "N ew  D eal,” I 
can say with all sincerity that its aim has al­
ways been to give a "F air D eal.” Y o u  may 
not know it, but one day o f each week is de­
voted by the entire membership of the Board  
to the consideration of reports referred to it 
under the statute by the chairman. These 
meetings are not conducted along strict parlia­
mentary lines; in fact, they savor more of a
catch-as-catch-can proposition, but you may 
take my word for it that no report ordered 
for Board review is passed for promulgation  
without a most thorough consideration and 
discussion. W hen you see printed at the bot­
tom of some report that so-and-so dissents, 
you may rest assured that his dissent is both 
hearty and vigorous and that his views have 
been presented to the Board, either orally or 
in writing, with force and fluency. I merely 
touch on this— the human side of the Board—  
so that you may know that the members be­
fore whom you appear are as vitally interested 
as you are in seeing that a correct solution to 
the problem presented is reached.
Any governmental institution can accom­
plish the greatest good when those whom it 
aims to serve take a sufficient interest to offer 
constructive suggestions for betterment, based 
on actual experiences. Y ou r importance in the 
scheme of things has been recognized by the 
Board as you have been admitted to practice 
before it on a parity with members of the 
legal profession. Over fifteen thousand prac­
titioners compose the bar of the Board. N early  
half of these are members of your profession. 
In only one instance has it been found neces­
sary to take drastic action against one o f  you. 
Y ou  will agree with me when I say that this 
is indeed an enviable record. W e  appreciate 
the advice and counsel which you have given  
in the past, and we invoke a continuance of  
your favor to the end that the Board may 
function with increased efficiency, and dis­
charge the duties imposed upon it by statute 
with credit to itself and satisfaction to those 
whom it strives to serve.
D ISCU SSIO N
P r e s i d e n t  C o l e :  W e  appreciate greatly, 
Chairman M orris, your wonderful paper this 
morning. This address is not only interesting 
but it is extremely instructive to us. W e  
appreciate the attitude of the Board towards 
our profession, and we appreciate particularly 
your fair attitude toward us, and your in­
dulgence. W e  are deeply grateful to you for 
coming to us this morning.
Chairman M orris has agreed to answer 
some questions if you are careful about how  
you put them.
M r .  C a r l  E. D i e t z e  (W isco n sin ): U nder 
the regulations on jeopardy assessments, it 
says that in order to have the right to appeal
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to the Board of T ax  Appeals either the tax  
must be paid or bond furnished within ten 
days. T he Board was created to give relief 
to the taxpayers who are facing additional as­
sessments. There seemingly is an apparent 
difference of opinion, but I take it that the 
Board does not recognize the interpretation of 
the regulation in that respect.
Take a case where a man simply cannot pay 
the tax or put up the bond, as no doubt it is 
true in numerous cases. In fact, I have a 
couple of instances of that kind. The Board, 
I take it, will certainly not deprive the tax­
payer o f his right of appeal where he cannot 
pay the tax or put up the bond.
H o n o r a b l e  L o g a n  M o r r is : As fas as we 
know, any petition that is filed is just the 
ordinary petition, and we don’t know whether 
it is a jeopardy assessment case or whether it 
is merely a 274 case. O f course, i f  a jeopardy 
assessment is made after the petition is filed, 
we receive notice o f that.
M r . D i e t z e :  Suppose you did not know it 
at the time, and later found out about it be­
fore the Board actually had a chance to hear 
the case. W ould  you throw  it out?
H o n o r a b l e  L o g a n  M o r r i s :  I don’t know  
that that question has ever arisen.
M r . D i e t z e :  I h op e it w o n ’t.
H o n o r a b l e  L o g a n  M o r r i s :  I hate to tell 
you now whether we would throw that out or 
not. I don’t recall any such cases ever having 
come up.
M r . D i e t z e :  Y o u  spoke as to how we 
could be of service in expediting the work be­
fore the Board. In legal matters, o f course, a 
person has the right to file affidavit of preju­
dice. I feel and know that many of these cases 
that are determined in the Commissioner’s 
office are done so, and probably wrongfully 
so, due to the prejudice or incompetency of 
the person actually handling the case. D on’t 
you think that a person or taxpayer should 
have the right of filing a petition of prejudice 
or asking for a change in the person handling  
the case?
H o n o r a b l e  L o g a n  M o r r is : Y ou m ean  
p rior to  the issuance o f  th e  notice o f  defici­
en cy?
M r . D i e t z e :  Even in trying to settle the 
cases, to stipulate the facts. Some taxpayers 
have not had the right to stipulate or to ap­
pear before the advisory body and try to 
arrive at a settlement. W e  found sometimes,
when we got down there, that the party had  
probably gone over the case and already 
reached a conclusion as to what they would  
stipulate. They say, "H ere are our figures. If  
you want to agree to that well and good, we 
will stipulate on that basis. I don’t want to 
give you the chance to present your case at 
all.” In that instance there is practically no 
chance fo r the taxpayer to arrive at a basis 
for stipulating facts.
H o n o r a b l e  L o g a n  M o r r i s :  Answering  
your first question, I believe that if any tax­
payer feels that the man who is actually hand­
ling his case in the Bureau is prejudiced, if 
you go to the chief of the division, or, if in 
the General Counsel’s Office, to the general 
counsel, or to M r. Moyer, if it is in the Spe­
cial Advisory Committee, and advise him of  
that fact, you would have no difficulty in get­
ting a transfer of that case to some other in­
dividual. I don’t think you would have any 
trouble on that.
In connection with the balance of your 
statement, the plan that is being worked out 
now contemplates more settlements of cases 
before the notice of deficiency goes out. Just 
what the Commissioner is going to do, I don’t 
know, and I hesitate to say, because that isn’t 
under my jurisdiction at all. But I think that 
they are going to attempt to settle cases before 
the notice of deficiency goes out, and enlarge 
the sections that handle those cases, before the 
issuance of the latter, and there will be a dis­
position on the part of the Government to  
meet the taxpayer halfway, in other words, to  
give a fair consideration of the case
I have noticed particularly in the last month  
or two that they seem to be anxious to get 
together and are willing to make a reasonable 
or fair settlement, I mean fair to the G overn­
ment and fair to the taxpayers. I think prob­
ably some of the difficulties you may have 
had in the past will be ironed out by this re­
organization that is going to take place. If  
you have any difficulty at all with any man in 
the Bureau who is handling your case, you 
can easily correct that by suggesting to the  
head o f the division that you would like to  
have someone else handle it. That sometimes 
hurts your case, but at least you can get a 
transfer to some other man by doing it.
M r . E d w a r d  L . B e n t o n  (W isco n sin ): 
T he Commissioner has the privilege of ac­
quiescing or non-acquiescing in the Board’s
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decisions, and in  some instances I  notice he 
does not acquiesce but neither does he appeal.
I wondered i f  you fe lt that that situation was 
desirable. Taxpayers are somewhat up against 
it in  a case like that, particularly i f  the de­
ficiency is small.
H o n o r a b l e  L o g a n  M o r r i s :  You have 
touched a sore spot when you touch the non­
acquiescing. I  have had heated sessions w ith 
the present general counsel to try to eliminate 
that practice. I  personally cannot understand 
it. O f course, I  realize that the Commissioner 
o f Internal Revenue does not have to agree 
w ith all o f our decisions, it  would be rather 
unnatural i f  he did. A t the same time, it 
seems to me that the Bureau and that the tax­
payers of the country are entitled either to 
have acquiescence or to have an appeal i f  the 
Commissioner fails to acquiesce. I  have dis­
cussed that several times in the hearings. 
Members from the General Counsel’s Office 
have appeared before me and have very 
blandly stated "This case is governed by such- 
and-such decision of the Board.”
I  have said, "W ell, why is the case here, i f  
the Board decided this question? W hy is 
notice of deficiency sent?”
He stated, "W e just haven’t  acquiesced in  
that decision.”
"Have you taken an appeal?”
"No, we haven’t taken an appeal.”
I cannot understand it. I  have talked, as I 
say, to Mr. Prettyman several times. I  th ink 
there is going to be a change in  that practice. 
I realize there are cases once in a while that 
may not be quite as favorable as some other 
case on the same question. Their explanation 
is that they are waiting for a more favorable 
case to take up. But there has been so much 
non-acquiescence and non-taking of an appeal, 
the explanation is not very satisfactory to me. 
I t  seems to me they ought to do one thing or 
the other. That w ill help reduce the number 
o f cases that come into the Board, because i f  a 
case comes to the Board on the question, 
naturally the Board is going to fo llow  its 
prior opinion, and the taxpayer, in  the mean­
time, has been put to the expense of trying 
the issues, i f  there are a number o f issues in 
it, o f bringing witnesses, which it  seems to me 
is unjustifiable. I  th ink there w ill be a cor­
rection along that line.
M r .  B e n t o n :  I  have in mind a very simple 
proposition that the Board decided on, the
question o f contributions to the League o f 
Women Voters. They made a very clear-cut 
decision. There were other factors in  that 
particular case, but that particular element 
was very clear. The answer here in  all cases 
is that the Bureau has not acquiesced.
H o n o r a b l e  L o g a n  M o r r i s :  I don’t see 
how they can get a more favorable case on 
that particular question.
M r .  B r o w n  (Wisconsin) : You asked that 
the practitioner be well prepared when he 
comes to try his case. Don’t you think that 
part o f the reason fo r the non-preparation is 
the routine manner in which the General 
Counsel’s Office handles these things? You 
never get a respectable answer to your peti­
tion. The only thing they w ill ever admit is 
that you are a person, either corporate or 
otherwise.
In  a recent petition I  filed w ith the Board, 
the facts as stated were as set out by the rev­
enue agent in his original figures and as de­
cided by a court in the State o f Wisconsin, 
yet I got an answer denying all the facts, and 
now I  am supposed to be prepared to produce 
all these facts over again. I f  in  these things 
we got a respectable answer, maybe on one 
point at issue, we perhaps would be better pre­
pared to present that one point.
H o n o r a b l e  L o g a n  M o r r i s :  I  th ink the 
safest thing to do is file your petition w ith  the 
idea you are going to have to prove everything 
in it  except the three opening paragraphs. 
That is about the way it  works out. General 
denials are entered in most of the cases. I  have 
also spoken about that. Just how far they w ill 
go on that point, I  don’t know. We cannot 
compel them, o f course. W e don’t know 
what they know. I f  we were conversant w ith 
certain facts, we might have them file an 
amended answer setting out the facts. I t  is 
impossible fo r us to tell what they have in 
their files. W e don’t have their files, o f 
course.
The only correction that can be made along 
that line is fo r the general counsel to direct 
the attorneys that when they know certain 
facts, to admit them. I  th ink M r. Prettyman 
is going to do that. How much help that w ill 
be, I  don’t know. I t  would be o f material 
assistance to us i f  the Bureau would admit the 
facts that it  knows to be true. Then it  would 
narrow the issues. I t  would save time in the 
(Continued on page 655)
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The National Recovery Act*
By H o n o r a b l e  R o b e r t  M. L a  F o l l e t t e ,  J r . ,  United States Senator
M r. Dietze, Presidents, Past, Present, and In ­
coming, of this organization, and Fellow 
Citizens:
I  consider it a great honor to have been 
invited to address this meeting. A t the outset 
may I  say that it  is w ith some hesitation I at­
tempt to discuss the pressing economic prob­
lems that have affected the lives of the people 
o f this country and of the world during the 
past few years before such a distinguished and 
intellectual audience. Nevertheless, I  feel that 
it  is a great opportunity and privilege to pre­
sent to this representative group my point of 
view on some of those problems.
We are attempting to wrestle w ith the great­
est and most serious depression in  history. 
But before discussing certain phases o f the 
program which is now being inaugurated in 
an effort to stem the tide of this deflation and 
to stimulate recovery, I want briefly to point 
out some of the factors which have contrib­
uted to this depression.
Nowadays i f  you go w ith some strange ail­
ment to see a doctor, you no longer expect 
him to ask you to stick out your tongue and 
then have him proceed to write out a shotgun 
prescription intended to cure everything that 
could possibly be the matter w ith you. You 
expect him to use all the aids o f modern 
science in  an effort accurately to diagnose 
your trouble and to prescribe fo r it and thus 
to give your body a chance to fight its way 
back to normal health.
As I  have attempted to study some o f the 
factors contributing to this depression, I  have 
been impressed w ith the almost universal rec­
ognition on the part o f students and historians 
o f the fact that the war, in its economic as­
pects, was probably the greatest contributing 
factor. W ith in  the period o f a few years, ten 
m illions of the flower o f the manhood of prac­
tically every civilized nation on earth were 
killed. Twenty millions more were maimed 
and crippled. Today the world is suffering 
because it is deprived of the wealth which that 
manpower would have produced, had it  been
* A d dress a t annual banquet of T h e  A m erican  
S o ciety , M ilw aukee, Septem ber 21, 1933.
permitted to live out its normal span of life.
In  addition, three hundred and thirty b il­
lions o f capital were destroyed in the war. 
This audience no doubt can comprehend how 
vast a sum of capital of three hundred and 
thirty billions is. I t  was the accumulated sav­
ings, the accumulated wealth produced by the 
to il o f men through centuries of time— and in  
a few brief years it was utterly destroyed. 
Naturally, this manpower, this vast aggrega­
tion o f capital, could not be wiped out in a 
brief period o f time without completely dis­
rupting the entire economic, i f  not the social, 
fabric o f the world.
But it  is not only in so far as this destruc­
tion of life  and o f capital is concerned, that 
the war bears a large responsibility as a factor 
in  this depression; it is, in  my opinion, also 
because during the war certain bad economic 
tendencies had their inception and were 
spurred on and continued after the war ended. 
One o f the most significant economic results 
of the war was the terrific concentration of 
wealth which took place while the war was 
going on.
In  this country alone 21,000 individuals be­
came millionaires during the war— one m il­
lionaire for every three American soldiers 
who were killed in France!
During that period, discrimination against 
the nation’s basic industry, agriculture, mani­
fested itself through policies adopted by the 
government in  lim iting  the prices of agri­
cultural products and forcing the farmer to 
buy in  a market where prices were controlled 
only by what the traffic would bear. As a re­
sult o f governmental policy, farmers extended 
their lines o f credit at the banks all over the 
United States in order to respond to the ap­
peal made by their government that they 
should grow more wheat, more corn, and pro­
duce more food products to help w in the war.
In  1920, two years after the war was over, 
the government reversed its policy. The Fed­
eral Reserve Board, at a secret meeting in 
Washington, determined to curtail those agri­
cultural loans, and so instructed the Reserve 
banks all over the United States. The farmers 
were called upon to reduce their notes and
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mortgages. There was only one place they 
could turn for cash, and that was by dumping 
their goods on the market. In  the fa ll of 
1920 that deflation policy on the part o f the 
Federal Reserve Board produced a panic in 
agricultural prices the like of which had never 
been seen before. And now, thirteen years 
later, we do not see the end o f that depression 
so far as agriculture is concerned.
I  sometimes think that those o f us who are 
concentrated upon the problems of industry 
and finance overlook the significance o f the 
agricultural industry in so far as it is related 
to the prosperity or depression of the nation 
as a whole.
Thirty m illion people are directly depend­
ent upon the farm for their livelihood. In  
addition, there are at least th irty millions more 
liv ing in the cities, towns, and villages who are 
indirectly dependent upon the prosperity of 
the farmer.
The deflation policy adopted by the Federal 
Reserve Board in 1920, according to Secretary 
of Agriculture Wallace, the father of the 
present Secretary, cost the farmers of this 
country fifteen b illion dollars. Obviously we 
could not deflate this basic industry to the ex­
tent o f fifteen b illion dollars w ith in  the short 
space of a few years without ultimately crip­
p ling the purchasing power of the farmer, 
forcing him out o f the market, and thus de­
priving our manufacturers o f one of their 
prime sources of sale for their products.
Also, in the period immediately follow ing 
the war, due to the introduction of automatic 
machinery, real wages in the United States 
were falling, measured in terms of the cost of 
per man per hour output, and, at the same 
time, the capacity of our industries to pro­
duce was rapidly accelerated. I t  was perfectly 
obvious to anyone who studied the situation 
that curtailing purchasing power and at the 
same time increasing capacity to produce both 
manufactured and farm products could have 
but one result— depression. In  other words, 
we cannot have scientific agriculture and we 
cannot have mass production unless we have 
mass ability to consume.
From the beginning of this depression there 
have been two sharply divergent schools of 
thought as to how this crisis should be met. 
One group has taken the deflationistic posi­
tion. They have contended that we should let 
this depression run its course. They have main­
tained that this was just another swing in the 
business cycle. They have pointed to the fact 
that we had a bad depression in the thirties, 
another in  the seventies, another in the nine­
ties, a financial panic in 1907, a depression in 
1920 and ’21, and that we had always gotten 
out of those past depressions; and, therefore, 
i f  everyone would sit tight in the boat, that 
we would get out o f this one.
They have contended that i f  we would let 
the process o f bankruptcy and foreclosure go 
on long enough, until a m illion or so farmers 
had been deprived of their farms, until m il­
lions of unemployed had been deprived o f 
their homes in the cities, until their competi­
tors had been put through bankruptcy— i f  we 
would let that process run on long enough, it 
would reduce the debt and capital structure to 
more normal levels, that then the price level 
would become stabilized, and upon that basis 
we could build a slow and painful recovery.
The other group has taken the position 
which, for want of a better term, I  shall call 
the inflationistic position. They have main­
tained that this depression should not be per­
mitted to run its course, that fundamentally 
what is going on in a depression of this mag­
nitude is a change in the ownership o f prop­
erty on a huge scale; that under those circum­
stances a point is finally reached where human 
suffering on the part o f vast sections of the 
population becomes too great for them to 
bear; that unless the depression at that point 
is checked, and i f  those people cannot secure 
relief at the hands o f their government, they 
w ill seek it through other means.
From a certain black Thursday in October, 
1929, down to March 3, 1933, the deflation­
ists had their way. As a result, the income of 
the people of the United States in that short 
period of time was more than cut in two in 
the middle. I t  fe ll from an estimate of eighty- 
four billions in  ’29 to less than forty billions 
in 1932.
Industrial production in  the United States 
fe ll off fifty  per cent. The people of this 
country lost fifteen b illion dollars o f their 
savings through bank failures. Hundreds of 
thousands of farmers had their homes taken 
away from them, homes, in many instances, 
which their parents or grandparents had cut 
out o f the wilderness of this country w ith an 
ax. Fifteen m illion unemployed in the cities 
had their purchasing power absolutely wiped
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out, and a large proportion of them had every­
thing that they had accumulated in this world 
stripped away from them. For, under the sys­
tem we adopted in the United States, no one 
is entitled to relief until he can prove he is a 
pauper, that his home, his life  insurance, his 
savings have all been taken away from  him 
and he stands, w ith his dependents, upon the 
street asking fo r help.
Finally, all the banks in  the United States 
were closed by a moratorium. That was the 
end of the deflationary period. That was the 
situation that confronted the country when 
President Roosevelt was inaugurated on the 
fourth day of March. He determined to mobi­
lize the forces of government and business 
and o f the people of this country in an effort 
to stem the tide of this deflation and to stimu­
late recovery.
The Industrial Recovery and Public Works 
Act is based upon a simple but fundamental 
theory, that in order to stem the tide of this 
depression and to save this country from u lti­
mate complete economic breakdown, it  is nec­
essary to restore purchasing power to our peo­
ple. The Taylor Society in  New York pub­
lished a study o f purchases in 1929. W hile  not 
conclusive, the result o f that study, it  seems to 
me, is very significant and points the way to the 
solution o f the problem that confront us. In  
1929, those w ith incomes of $1,000 a year or 
less bought 17.7 per cent o f the goods sold that 
year; those w ith incomes of from $2,000 to 
$3,000 bought 13.1 per cent; those w ith in ­
comes from $3,000 to $5,000 bought 10.7 
per cent; and those w ith  incomes o f $5,000 
or more bought 22.1 per cent. In  other words, 
individuals w ith  incomes of $5,000 or less, 
at the peak o f the alleged prosperity, pur­
chased 77.9 per cent o f the goods sold in  that 
year.
I t  has seemed perfectly clear to me from 
the beginning that in order to check the tide 
o f this depression we must restore the pur­
chasing power of the group that had incomes 
o f $5,000 or less in 1929, and who bought 
77.9 per cent o f all the goods sold. I  have 
never believed we could cure this depression 
by tinkering w ith the credit mechanism at the 
top.
The public works provisions of the Indus­
trial Recovery Act contained a program which 
I  believed was not large enough to meet the 
situation. I  wanted to see at least $6,000,000,-
000 provided in the program, but in my opin­
ion the $3,300,000,000 which was set up for 
public works in  this act is still the first essen­
tial step to stimulate recovery, fo r i t  is the 
means whereby the government may force 
spending in  this country.
The velocity w ith which bank money and 
currency in  circulation has slackened off has 
helped to produce this crisis. By putting a 
sufficiently large proportion o f those out of 
work back on jobs and by giving them wages, 
we w ill immediately stimulate the consumer 
goods industries and provide a market fo r 
their products. A t the same time, a program 
o f this size, i f  quickly launched, w ill immedi­
ately stimulate the basic industries which have 
been so hard h it in this depression. W e can­
not, however, prime this economic pump with 
a medicine dropper fu ll o f water any more 
than we could prime the pump on the end o f 
the old kitchen sink w ith a teacupful o f 
water. I f  that is attempted, all that w ill hap­
pen is that the water poured into the pump 
w ill be lost, and it  w ill not start to work 
again.
Probably the most sweeping power ever 
conferred upon a President— certainly t he 
most sweeping power in time o f peace— was 
conferred upon President Roosevelt in the in ­
dustrial recovery section o f this act. Under its 
terms, i f  properly exercised, minimum wages 
can be established in  every industry in  the 
United States. Hours of labor can be short­
ened. Child labor w ill be abolished. Labor 
should be given the opportunity to organize 
every industry in the United States w ith genu­
ine labor organizations.
Industry, for the first time, is given the 
opportunity to come together, to plan, to or­
ganize, and to stamp out cutthroat competition 
which, during this depression, has been re­
ducing profits as well as wages to the vanish­
ing point.
Ultimately, i f  properly exercised, the pow­
ers conferred under this act should enable us 
to balance production and consumption, and 
likewise it  should result ultimately in an ever 
rising standard o f liv ing for the people o f 
this country— a rise in liv ing standards which 
would keep pace without increased ability to 
produce wealth.
We have already reached the danger point 
in this whole program. Prices are rising and 
the purchasing power o f the people has not
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been increased sufficiently nor fast enough to 
meet them. This is making life m ore difficult 
for millions of our people. There is just one 
remedy, and that is to pull the throttle wide 
open on this public works program , distribute 
purchasing power, stimulate industry, and 
put this industrial recovery program  over at 
once.
The act was designed with the idea prim ar­
ily that this m ight be done by cooperation. 
But there are certain selfish interests, power­
ful in many of the basic industries, which  
have taken advantage of President Roosevelt’s 
attempt to win this war with a volunteer 
army. They have held back while precious 
months have gone by, reporting continuously 
that they were unable to agree upon their 
codes. In the mean time, many o f them have 
been running full blast, building up their 
inventories at cheap labor and cheap raw ma­
terial levels, hoping that when the price rise 
came they would be able to skim the cream  
off this recovery program .
Those basic industries employ twenty-five 
per cent of the wage-earners in this country, 
and their delay has jeopardized the success of 
this immediate phase of the situation. But 
there are teeth in this law, because Congress 
and the President recognized that there might 
be resistance from  recalcitrant minorities. The  
time has come to put those teeth to grinding 
upon the chiselers, big and little, who are at­
tem pting to sabotage and to defeat this effort.
I have been home in W isconsin since the 
first of July. I have talked with farmers, with  
wage-earners, and with the unemployed. I 
have talked with business and professional 
men in many sections of this State. A s a re­
sult, I am firmly convinced that the people 
o f this country will not tolerate delay, and 
they will not forgive failure. (A pplause.) 
They are determined that the greatest indus­
trial mechanism which the world has ever 
seen shall be made to function. They are de­
termined that no longer shall men and women  
who are ready to work be permitted to starve 
in the midst of plenty.
If  they could speak to the administration, 
they would plead for drastic policies under 
this N ational Recovery Administration pro­
gram ; and if  they could speak to that pow­
erful but recalcitrant minority who are at­
tempting to sabotage this program , they 
would speak a word of solemn warning.
There is just one thing I am sure of, and 
that is that if these gentlemen succeed in tem­
porarily blocking this program , it will be at 
great ultimate cost to themselves and to the 
interests they represent, for unless this N a ­
tional Recovery A ct succeeds, it will be fo l­
lowed by a program  so much more drastic 
that it will make this act seem like a pious 
legislative wish.
There is no turning back upon the road 
upon which we have set our feet, and these 
selfish interests that are attempting to block  
this program , if they succeed temporarily in 
delaying it, will wish when that time comes 
that, instead o f sitting back with folded arms, 
they had grasped the flags and had been lead­
ing the parade to put this program  through.
T he people of this country have been pa­
tient through this depression. They have ab­
sorbed punishment, and they are w illing to 
absorb more, provided they are convinced that 
this effort will be carried on.
I am encouraged, ladies and gentlemen. I 
am encouraged because I am convinced that 
the American people are determined to re­
capture the opportunity for a good life in this 
country. They are determined to recapture it 
not only for themselves but for their children. 
They have the intelligence and the will to  
carry through to ultimate victory.
Someone has said that truth may lose a 
battle but it has never lost a war. I paraphrase 
that by saying that in this effort which the 
President of the United States and his advisers 
are making, they may lose a battle, but, if they 
carry on with determination, courage, and 
high purpose, they cannot lose the war to  
make this country a  better place in which to 
live.
Board of Tax Appeals
( Continued from  page 651) 
actual trial of the case and also save taxpayers 
the expense o f the trial. I am just hoping  
they will do something to correct that.
P r e s i d e n t  C o l e :  O f course, Y o u r H onor, 
it would help us if the general counsel would 
admit the facts which we know to be true.
A s our Georgia member would say, I reckon 
we have asked enough questions of the Judge. 
W e  highly appreciate your courtesy in sub­
mitting to the interrogations.
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The Securities Act of 1933*
By H o n o r a b l e  J a m e s  M. L a n d is ,  Member, Federal Trade Commission, 
Washington, D. C.
CONSIDERABLE hesitation accompanied 
my first decision to accept your kind inv i­
tation to talk to you upon some phases of the 
Securities Act o f 1933. You people represent a 
profession of competence in  a field different 
from that o f mine, and a field which, despite 
efforts of mine to understand, still remains 
much of a heathenish mystery. True, sometimes 
I have wondered whether you, just like the 
members of my profession, do not tend to 
make more mysterious your own knowledge so 
as to widen the gu lf that separates you and us 
from the ordinary unsuspecting laymen. But 
after all, a profession must have some excuse 
to regard itself as such. Recognizing then that 
I  have no ambition to speak to you from the 
accounting angle, I  shall ask you to bear in 
mind that what I may say represents only the 
limitations o f the lawyer having had some 
familiarity w ith the type of problems pre­
sented by financing.
Misconceptions about the Securities Act and 
its effects seem to abound. Like the passions 
aroused by some of our causes celebre in  this 
country, the Securities Act is tending to divide 
its opponents and adherents into separate 
camps. Studied and colorless consideration of 
the nature of the Act and the character of its 
effects has, in the main, been lacking. Such 
intemperate attitudes to this most complex 
problem o f the control o f corporate financing 
are nothing short of a tragedy. And i f  the 
issue develops, as it  now threatens to develop, 
into one of the public against the bankers, in ­
stead o f that o f a consideration o f the best 
interests of the public— a concept which still 
includes the banking group— what legislation 
w ill evolve out of such an emotional tempest 
is certain to be both unwise and impractical.
This attitude that now threatens, is so dif­
ferent from  that which prevailed as of the 
time of the birth and passage of the Securi­
ties Act. T he President’s message calling For
*A dd ress delivered a t the annual fall all-d ay  
m eeting of the N ew  Y o r k  S ta te  Society  of C e r­
tified Public A ccoun tants, O ctober 30, 1933.
federal security legislation and outlining the 
basic principles that should be embodied in 
such legislation has yet to find any critic. No 
opposition to the President’s aims was voiced 
at the hearings on the b ill, which were wholly 
devoid o f any sensationalism. Some five weeks 
of what might properly be termed unremitting 
labor by a subcommittee of the House were 
spent in  working over the details o f the leg­
islation before the b ill emerged from commit­
tee. W ith  one exception, its passage through 
the House as well as the passage of the com­
panion b ill through the Senate evoked no dra­
matic speeches, no threat o f retaliation against 
a class. No member o f either House at any 
time voted against the passage o f the bill, nor 
took occasion to criticize any provision that 
the b ill contained. Those who had the op­
portunity to watch the progress o f this b ill at 
close range could not fa il but to be impressed 
with the earnestness, sincerity and competence 
o f those members of the House and of the 
Senate who had the b ill in charge. I  cite these 
facts merely as illustrative of a Congress w ith 
its emotions unaroused but deeply conscious 
o f the evils which unrestrained exploitation of 
our capital resources had brought into ex­
istence.
One other characteristic of the framing of 
the Securities Act deserves notice. I t  is cus­
tomary for some critics to regard the Act as 
the product of a single session of Congress, 
to attribute its authorship to individuals, to 
think o f it as new and hastily drawn legisla­
tion. Nothing is further from the facts. The 
experience o f many years and o f many nations 
is epitomized in the provisions o f the Securi­
ties Act. Many of its features, w ith varia­
tions suitable to the form of financing in this 
country and to the constitutional limitations 
upon federal power, have been drawn from 
the English Companies Act, which represents 
the culmination o f almost a hundred years o f 
struggling w ith this problem abroad. Since 
1911 most o f our forty-eight states have been 
developing forms of security legislation and 
much o f the experience o f these states has
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gone into the federal act. More specifically 
the work o f the Capital Issues Committee dur­
ing the War led to the introduction o f a b ill 
in  Congress, known as the Taylor B ill, whose 
basic outlines are essentially similar to those 
o f the Securities Act. Later the Denison bill, 
devised primarily to make more effective State 
security regulation, actually passed the House 
but failed of action in the Senate. In  other 
words, the Securities Act embodied little  that 
was novel in  conception, nor did i t  emanate 
from a Congress that fo r the first time had 
been called upon to consider the problem of 
security regulation.
For this audience I  need spend little  time 
in  outlining the principal features o f the 
Securities Act. Rather I  shall assume a knowl­
edge of its basic features and use my time in 
discussing a problem that seems to give the 
most concern. This is the problem o f civil 
liability. What liability there exists fo r dam­
ages fo r violation o f the Act comes as a result 
o f the provisions embodied in Sections 11 and 
12, but I  intend on this occasion to lim it my­
self merely to a discussion o f Section 11, the 
section that imposes liabilities consequent upon 
misstatements in a registration statement.
The suggestion has been made on occasion 
that civil liabilities arise also from a violation 
of Section 17, the first sub-section o f which 
makes unlawful the circulation o f falsehoods 
and untruths in connection w ith  the sale o f a 
security in  interstate commerce or through the 
mails. But a reading of this section in  the 
ligh t o f the entire Act leaves no doubt but 
that violations o f its provisions give rise only 
to a liability to be restrained by injunctive 
action or, i f  w ilfu lly  done, to a liability to be 
punished criminally. That such a conclusion 
alone is justifiably to be drawn from its pro­
visions is a matter upon which the Commis­
sion has already made a pronouncement, the 
authoritative quality o f which I  shall have 
occasion to consider later.
Turning now to Section 11— the section 
from which liability arises as a result o f mis­
statements in  the registration statement— it  is 
worth our while carefully to analyze its con­
tent from several angles: (1) the persons 
upon whom it imposes liab ility ; (2) the stand­
ards o f conduct that i t  insists these persons 
shall observe in order to be immune from 
liab ility ; (3) the damages that flow from  a 
violation of its provisions.
Broadly speaking, the persons upon whom 
liability may be imposed can be divided into 
five groups: (1) the issuer; (2) the directors 
of the company, whether or not they have 
signed the registration statement; (3) the 
chief officials o f the company; (4) experts, 
such as accountants, engineers, appraisers, and 
any person whose profession gives authority 
to a statement made by him— a phrase which, 
as a matter o f pride fo r the profession, would, 
I  hope, include the lawyer; and (5) the un­
derwriters o f the issue, remembering always 
that the legal and not the dictionary meaning 
o f that term is involved. Though all these 
persons may be liable for misstatements in  a 
registration statement, it  is utterly erroneous 
to assume that because there is a misstatement 
all these groups o f persons are liable. To 
make that apothegm clear, i t  becomes neces­
sary to examine the standards o f conduct re­
quired to be observed by these groups o f per­
sons.
An understanding of that standard seems to 
me essential to a clear picture of this liability. 
I t  must be understood from three standpoints, 
or, in other words, three questions must sepa­
rately be asked. The first is this: was there 
the required misstatement or the required 
omission? N o difficulty is raised in  determin­
ing whether or not a misstatement has been 
made, but the requirements of the Act relative 
to omissions have been the source o f much—  
I  am tempted to say— ingenious confusion. 
Omissions in  order to be a ground for liability 
must, in  the language o f the statute, be omis­
sions to state facts required to be stated in the 
registration statement or necessary to make 
the statements in the registration statement 
not misleading. In  non-technical language, 
this, as the history o f the Act amply demon­
strates, means simply that a half-truth is an 
untruth, a fact that Congress, in  its wisdom 
and w ith some experience in  such matters, 
thought best to put beyond the power o f 
sophist lawyers and judges to dispute. I t  is 
impossible, especially in the light o f the Fed­
eral Trade Commission’s exposition o f this 
matter, to interpret this language to require 
an issuer at the peril o f liability to state every 
fact which may be relevant to gauging the 
value of a security.
Cases o f this character have commonly been 
put to develop the supposed dangers of that 
phraseology. Suppose that those associated
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with an issue are aware of a competitive pro­
cess in the same field of manufacture as that 
of the issuer, but at the time reach a perfectly 
proper business judgment that the danger 
from the rival process is so slight that it  can 
be ignored and therefore make no mention 
o f that danger. A  few years later it  develops, 
however, that the competitive process proves 
its value and the issuer is driven to the wall. 
Is the business judgment of the directors and 
the officers to be reviewed some years hence 
by a jury viewing the situation from the hind­
sight o f what happened rather than the fore­
sight o f what might happen? The answer to 
such and similar questions, whether fortun­
ately so or not, is in the negative. Nothing 
in  the registration statement calls fo r a state­
ment of the position o f the issuer in the gen­
eral competitive structure o f its industry and 
consequently omissions to state facts descrip­
tive of this situation afford no basis for liab il­
ity. The requirements o f the registration state­
ment alone are the basis for determining what 
statements must be made and therefore what 
omissions dare not be made. Beyond these 
requirements an issuer may, of course, go, but 
no requirement now calls for such statements 
to be made at the peril o f liability.
I  hope that during this discussion you have 
been aware that I  have talked simply o f mis­
statements and omissions of facts without 
reference to the question o f their materiality. 
Indeed, I  have purposely done so, because this 
question seems to me the second of those that 
should be asked in  connection w ith the stand­
ards o f conduct that the Act requires should 
be observed, namely, assuming that there was 
a misstatement o f fact or the required omis­
sion, did such misstatement or omission relate 
to a material fact? Let me repeat the phrase 
"material fact”  again. I t  embraces two con­
ceptions, that o f fact and that of materiality. 
I t  may seem to you that the problem o f what 
is a fact is one that has been unanswered by 
philosophers since the days o f Plato. Though 
this may be true o f philosophy, law in its 
ignorance has been called upon from time 
immemorial to distinguish between represen­
tations o f fact and representations of opinion. 
The guiding line between these two concep­
tions rests upon the possibility o f subjecting 
the conclusions in the respective realms of 
fact and opinion to definiteness o f ascertain­
ment. Much also depends upon the method
of expression for what should appropriately 
be expressed as inferences or deductions from 
facts and hence as opinions, are too often ex­
pressed as facts themselves and hence fo r the 
purposes o f legal liability, whether at common 
law or under the Act, become facts. I t  has 
been said, and very rightly in  my humble 
opinion, that most o f accounting is after all a 
matter o f opinion. But though this may be 
true, I  have still to see the case o f a pros­
pective investor being offered a balance sheet 
and having it  carefully explained to him that 
this or that item is merely an opinion or de­
duction from a series of other opinions mixed 
in  w ith a few acknowledged facts. Account­
ing, as distinguished from law, has generally 
been portrayed as an exact science, and its 
representations have been proffered to the un­
learned as representations of fact and not of 
opinion. I f  it  insists upon such fact repre­
sentations, i t  is, o f course, fa ir that it  should 
be burdened w ith  the responsibility attendant 
upon such a portrayal o f its results.
I  turn now to the problem of materiality, 
fo r it  is obvious that liab ility under Section
11 does not fo llow  as a result o f every mis­
statement. The misspelling o f a director’s 
name and other such matters could not con­
ceivably carry liability. But what is material? 
Clearly materiality must be gauged w ith ref­
erence to purpose, and, recognizing that the 
purposes o f the Act are the protection o f the 
investing public, it  does not become difficult 
to depict the standard of materiality. In  other 
words, facts become material for the purpose 
o f omissions and misstatements when, as a 
consequence of such omissions and misstate­
ments, non-existent values are attributed to a 
security.
The th ird o f the questions that I  suggest 
must be asked in  order to determine whether 
the standard o f conduct prescribed by the Act 
predicates that the answer to the other two 
questions has been in the affirmative. That is, 
assuming that there has been a misstatement 
or omission and that such a misstatement or 
omission has had reference to a material fact, 
is the person to be excused from liability be­
cause he exercised reasonable care under all 
the circumstances and entertained a reason­
able belief that the statements he made were 
true? Reasonability, it should be borne in 
mind, w ill differ widely according to the per­
son involved. Under some circumstances such
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a standard would require personal knowledge 
of the facts assumed to be true. Delegation to 
others of the duty to verify the facts would 
under other circumstances suffice to meet the 
requirement. A  director, for example, would 
have little  excuse for not having personal 
knowledge o f what his stock holdings in  the 
issuer and its subsidiaries were, but he should 
obviously be entitled to rely upon the state­
ments o f his fellow directors, as checked by 
the stock books, as to what their stockholdings 
were. Furthermore, the director, who is also 
chairman o f the board or chairman o f some 
special committee, w ill stand in a different re­
lationship as to the knowledge which is the 
special concern o f his committee. Or take the 
situation o f the underwriters. The type o f in ­
vestigation which can reasonably be demanded 
o f the sponsoring or principal underwriters is 
one thing; that which the Act requires of the 
small participating underwriter in  order that 
he shall satisfy its requirements is another 
thing, while an even less standard of investi­
gation would be demanded of the dealer sell­
ing on commission who, because o f his rela­
tionship to the issuer, is considered as an un­
derwriter by the Act.
These conceptions permitting a reasonable 
delegation of duties by the various parties 
connected w ith the flotation o f an issue, are 
not interfered w ith by that provision o f Sec­
tion 11 which likens the standard of reason­
ableness to be applied, to that which the law 
commonly requires of a person occupying a 
fiduciary relationship. That section does not 
make these individuals fiduciaries in and of 
themselves, but simply refers to that standard 
which, briefly stated, requires the exercise of 
a degree o f care that a prudent man would 
exercise in  his own affairs, as a measure o f the 
type of conduct that in  decency can be ex­
pected of those soliciting other peoples’ money 
for investment.
Thus far we have discussed the persons 
made responsible for misstatements in the 
registration statement, and the standards of 
conduct that the Act calls upon them to ob­
serve. There remains the question o f the 
nature o f the damages fo r which these persons 
are responsible in the event that their liability 
otherwise is established. The first measure is 
what might be termed, somewhat inaccurately, 
the right o f rescission. This is the duty to 
respond in damages equivalent to the price
paid by the purchaser, never, however, ex­
ceeding the offering price, upon the tender of 
the security. Two illustrations w ill make this 
clear. The offering price o f a bond is $100. 
Purchaser A  buys it  on the market at $75; 
purchaser B at $125. A, upon tendering back 
the bond, could only recover $75, whereas 
B could only recover $100.
The Act also grants another right, which 
might appropriately be termed the strict right 
to damages. This can only be availed of by a 
purchaser who has disposed of the security. 
I t  is a right derivative in  nature from the right 
o f rescission. To illustrate its operation, we 
may turn to the case originally put and assume 
that A  and B have disposed o f their bonds on 
the market at $60. A, who had paid $75 for 
his bond, could recover $15, whereas B who 
had paid $125 fo r his bond recovers not $65 
but $40.
I t  should be observed that each person 
whose liability on the registration statement 
has been established is responsible in  damages 
to any purchaser o f the security, whether such 
person shall have purchased from him or 
from some other person. Theoretically this 
means that each person so liable can be held 
to a liability equivalent to that o f the total 
offering price of the issue. Practically, of 
course, no such large liability exists. Several 
factors w ill operate to keep the liability w ithin 
much smaller bounds. For one thing, the 
value of a carefully floated issue can hardly 
be assumed to reach zero. For another, every 
purchaser would hardly be likely to bring suit. 
Again, the issue of liability— generally a com­
plicated question o f fact— would be retriable 
in every suit, and it  beggars the imagination 
to assume that every jury faced w ith such an 
issue would come to the same conclusion. 
Furthermore, each person liable has a right 
of contribution against every other person 
liable, unless the one suing is guilty o f fraud 
and the other is not. So that even eliminating 
the other practical factors that I  have men­
tioned, it  would be necessary fo r every other 
person liable on the registration statement to 
be insolvent in  order that one of them would 
be affixed w ith the large theoretical respon­
sibility.
In  elaborating upon these damages— of 
which I shall have more to say— I have not, 
I believe, unduly minimized their character. 
But I  have tried to look at them w ith some
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degree of reality rather than in the fanciful 
and unreal fashion that has characterized their 
exposition by some members of the legal pro­
fession in this and other cities. T o  pretend  
that they are insignificant is w rong; but as 
equally vicious is the practice, unfortunately 
too common, of conjuring up bogey men to 
frighten those who may wish to seek new  
financing through public issues. N o t only 
does it discourage operation under the A ct; 
but the bar when later faced with the task of 
defending those who may nevertheless register 
under the A ct will be forced to do one of  
those volte-faces so humiliating to the legal 
profession. Its opinions upon matters such 
as this are too often dictated by the interests 
of its clients. In  other words— and here I 
voice a thought that I am afraid is likely to be 
misinterpreted, though the origins of this be­
lief are of many years standing— the opinion  
of the bar reflects too accurately the condition  
o f the capital market. W ere  it booming, were 
the bond market boiling, were there bankers 
eager to handle issues, the tendency of the 
bar, I suspect, would be to minimize the lia­
bilities of the Securities Act. A  leader of the 
N ew  Y ork  bar, only recently dead, respected by 
all my generation for his refusal to think of  
his clients’ causes as just when they were not, 
once remarked: "W h en  a client asks for my 
opinion he gets my opinion; if he wants a 
brief to uphold his interests, let him ask for 
a brief and not an opinion.” W ere  that atti­
tude to characterize the legal advice now being 
given with respect to  the Securities A ct, many 
of the headaches of today and the heartaches 
o f tom orrow  m ight be avoided.
If, in the discussion of the question of dam­
ages, I have led you to believe that damages 
against the persons liable on the registration  
statement are compensatory in character, that 
is, that they compensate only for what dam­
ages may flow from  the misstatements, let me 
disabuse you of that fact. Let me illustrate 
their non-compensatory character by a simple 
illustration. A  careless misstatement of the 
quick asset position of a corporation justifies, 
let us say, the conclusion that had the facts 
been properly stated the offering price of a 
bond should have been 9 0  instead of the 100  
at which it was actually offered. For reasons 
utterly foreign to this misstatement and even 
beyond the possibility of conjecture at the 
time of the offering, the price of the bond
declines to 30. A  purchaser who bought at 
1 0 0  could nevertheless, if he sold the bond 
at 30, recover from  those liable on the regis­
tration statement the difference between 100  
and 30, or 70 .
This result, you may say, is unjustifiable. T o  
that let me answer first that it represents no 
extraordinary principle of legal liability. Sup­
pose that I buy an ordinary chattel from  you 
for $ 1 0 0  upon your representation that it has 
certain qualities. It does not possess these 
qualities but the difference between the type 
of chattel that I bought and the type that you 
represented to me I was buying, can be meas­
ured by the sum of $ 1 0 . Because of condi­
tions that neither of us could have foreseen 
and over which neither of us had control, the 
market value of these chattels falls to $ 3 0 . I 
can, nevertheless, as a matter of law, tender 
you back the chattel and recover $ 1 0 0 . In  
other words, the general market loss of $ 6 0  
falls not upon me as purchaser but upon you 
as seller.
A  second justification for the principle of  
non-compensatory damages in the Securities 
A ct is their in terrorem quality. If recent his­
tory teaches us anything, it discloses that some 
groups o f persons associated with security flo­
tations are not induced to refrain from  m a­
terial non-disclosures by fear either of the very 
real liability for compensatory damages at 
common law or fear of prosecution under the 
criminal law. True, my good friends tell me 
of a reformed investment profession, that re­
fuses to take secret profits or refuses to m a­
nipulate a market to unload its own securities 
under the excuse o f maintaining the market 
during the period of secondary distribution, 
or refuses to engage in practices that were too 
current during the boom times of another era.
I devoutly hope that this is true. But the 
evidence of even a sudden conversion is lack­
ing, wholly irrespective of its permanency. E x ­
amination of some of the security issues, both 
new and of the type that seek to effect read­
justments of corporate capital structure, that 
hurriedly preceded the effective date of the 
Securities A ct indicates that little change from  
earlier methods has taken place. N or can 
anyone who has watched carefully the amend­
ments that have been made to  registration  
statements now on file with the Commission, 
and seen the reluctance that accompanied the 
recital o f certain very relevant but unpleasant
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facts in  these same registration statements—  
sometimes only upon the threat o f stop order 
proceedings— hold much o f a brief fo r m in i­
mizing civil liability. And I speak here not 
merely of so-called fly-by-night issues, but of 
those prepared and sponsored by persons gen­
erally deemed by the Street to fa ll well w ithin 
the bounds o f respectability.
W ith  this note, let me close my discussion 
o f civil liability, even though there are aspects 
o f it  that are still untouched. But before clos­
ing this talk, let me comment upon one other 
aspect o f the Securities Act that I  th ink is of 
special import to your profession, and this is 
the Commissions’ power o f moulding the Act 
through administration, regulation and inter­
pretation. The Commission’s powers of 
regulation have rarely been emphasized in 
any discussion of the Act and to my 
mind they are of great consequence. Practi­
cally all the accounting regulations are sub­
ject to the Commission’s jurisdiction. The 
entire character o f the demands that the reg­
istration statement makes depends upon the 
wise exercise o f the Commission’s powers 
w ithin the very broad standards laid down 
by the Act. Relaxation or strengthening of 
these features o f the Act lie w ithin the control 
o f the Commission. Furthermore, the Com­
mission’s power to define trade terms gives it  
extensive control, fo r hardly a term is not a 
trade term in view of the fact that its meaning 
is rightly significant only in relation to the 
"trade”  of floating securities.
Thus far the Commission has been very 
sparing in  its use o f these powers and wisely 
so, fo r i t  must learn, as all o f us do, under the 
imparts of experience. But that experience is 
rapidly accumulating so that the time fo r close 
fitting o f general expressions o f the Act to 
typical complex situations is about ripe. Such 
regulations, it  should be borne in  mind, have 
the force o f law. No right to review general 
regulations of this character, except to deter­
mine whether they fa ll w ithin the delegated 
powers o f the Commission, exists. They must, 
o f course, supplement the general provisions 
o f the Act, but they can make concrete and 
definitive the application o f the Act to various 
recurring situations.
Again, the Commission has on occasion 
exercised the power o f interpreting the Act. 
Such a power is incidental to that o f admin­
istration. Such interpretative action has not,
to be sure, the force of law, but it has always 
been recognized by courts as having large 
persuasive powers. Especially true is this un­
der the Securities Act as distinguished from 
other situations in which administrative 
agencies exercise interpretative powers. There 
is an element of estoppel, as lawyers would 
say, present in this situation which is of great 
consequence in determining whether or not 
the courts would follow the Commission’s in­
terpretations. This element, to be explicit, 
consists in the fact of action in reliance upon 
administrative interpretation. In other words, 
the only rights created under the Securities 
Act, whether those rights are enforced by the 
State or the federal courts, are created by the 
United States Government. The United States 
Government, speaking this time through the 
agency of the Federal Trade Commission, says 
to an issuer— act in such a fashion and no 
rights, either criminal or civil, will be created 
against you. It would, indeed, be unusual if 
action in reliance upon such advice should be 
treated by another agency of the same govern­
ment— the courts— as subjecting the party so 
advised to liability. This recognition of the 
fact of there being something akin to estoppel 
present in such action by the Commission, has 
naturally made the Commission, as distin­
guished from its divisional officials, chary of 
the exercise of these powers. Only two Com­
mission opinions have thus far been rendered, 
and these naturally merely make more explicit 
what is already implicit within the Act.
I  make these remarks upon the Commis­
sion’s power of regulation and interpretation 
not fo r the sake of emphasizing the powers 
as such but to illustrate the flexibilities inher­
ent in the Act and its capacities for adaptation 
to the complexities o f the situations it  covers. 
Indeed, i f  half o f the energy that has been 
expended in fulminating against the Act and 
propagandizing for amendments were enlisted 
in  the effort to advise the Commission in  the 
wise exercise o f its powers, the government 
and issuers, bankers, lawyers, and accountants 
would be far nearer to a solution o f their 
problems. I cannot urge too strenuously such 
a course of action. The control o f financing 
inherently bristles w ith complex situations 
adaptable far better to particularized admin­
istrative action than to the generalities that 
must of necessity characterize the legislative 
process. Along this road lies a better under­
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standing between government and finance of 
their common problems. I t  presents none of 
the pitfalls that necessarily attend efforts to 
open the Act to the attack of selfish and short­
sighted interests. I invite you seriously and 
without bias or passion to essay that road, 
remembering always, according to the Con­
gressional mandate of the Securities Act, that 
the public interest and the protection of in ­
vestors must be the guiding consideration.
REMARKS BY H. B. FERNALD, C.P.A.
We have been much interested in  what 
Commissioner Landis has said to us because 
we are much concerned with and some­
what disturbed by some of the provisions of 
the Federal Securities Act. Perhaps it  seems 
rather hard for some of us who have for very 
many years been working for better and more 
informative accounting statements, fo r better 
use to he made of them, particularly by credi­
tors and stockholders, to say that we are much 
disturbed by the provisions o f this new Fed­
eral Act, which undoubtedly is intended to be 
the greatest forward step yet made fo r ac­
complishment o f this purpose.
We might not be so much disturbed i f  we 
could feel that the Securities Act in its own 
provisions attained to the standard of clear­
ness and definiteness which it  prescribes for 
registration statements, so that it  should not 
be misleading to any person having to deal 
w ith it. I f  we could know that the under­
standing we each may get o f its provisions is 
the same that the Government, the courts and 
juries w ill get o f them, we might face the 
situation w ith much more confidence. N ot all 
juries w ill reach the same conclusion.
Or again, I  th ink we would be little  dis­
turbed i f  we could feel that when we had 
made our audits and prepared our accounting 
statements in accordance w ith generally ac­
cepted accounting bases, w ith the statements 
we submitted and the certification we gave 
such as would be understood by our fellow-ac­
countants or by those who knew and under­
stood what were these customary bases and 
methods, this was all that was required o f us. 
On the other hand, perhaps we might expect 
that the courts would recognize that the state­
ment of an accountant or other expert is only 
to be relied on to the extent that as such ex­
pert he is qualified to speak according to such 
standards as the courts would impose upon 
evidence which he might give on qualification 
as such an expert in  testifying before the 
court.
If, however, these are not the standards, 
but i f  we are faced w ith the virtual require­
ment under this Act that we must present our 
statements so that no possible purchaser of 
securities, however ignorant or unskilled he 
may be, can misunderstand them or be misled 
by them, we seem to have an impossible duty 
which we are asked to perform. We who 
have been long trying and are still trying to 
present statements which w ill condense the 
involved affairs of business in  statements 
which shall be reasonably intelligible to  ex­
perienced men of affairs, know how impos­
sible it is to present statements which cannot 
be misunderstood. We know that i f  they are 
misunderstood wrong conclusions are apt to 
be drawn from them. I  th ink no accountant 
would claim he could draft a Balance Sheet 
and Profit and Loss Statement for any sub­
stantial business which could not be misun­
derstood, any more than experienced lawyers 
would claim they could write laws which could 
not be subjected to misinterpretation by the 
courts. Even the Supreme Court of the United 
States may divide five to four as to what is 
the proper meaning of our laws or our Consti­
tution.
There can be no question that we as Cer­
tified Public Accountants want to see the 
greatest possible use made of accounting state­
ments and want to see the highest possible 
standards attained w ith regard to them. We 
shall expect to work fo r this in the future as 
in the past. Naturally, however, we cannot 
feel that these ends w ill be furthered i f  a 
false standard is set up as to what an account­
ing statement is intended to represent and i f  
Certified Public Accountants are placed in a 
false position as to the scope and nature o f 
responsibility which they assume when they 
issue such statements. We should like to feel 
that the Securities Act does not intend to do 
this, i f  that be the fact. W e should like to 
know i f  there is anything which we might or 
could do to insure that, when we have done 
honest, efficient work and issued customary 
statements in  accord w ith accepted accounting 
standards, we should not be subject to suits 
or charges.
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We do not want to dodge any responsibili­
ties which we as accountants should properly 
assume, but we do not want to place ourselves 
in  a position where our work or statements 
w ill falsely be relied upon to mean what they 
are not and cannot be intended to mean.
I  hope the discussion this afternoon may 
help to clarify what is the accountant’s posi­
tion under this Securities Act.
REMARKS BY GEORGE P. AU LD, C.P.A.
M r. Chairman, Commissioner Landis and 
fellow members: I  th ink we w ill all agree that 
Dr. Landis has given us a very illuminating, 
a very valuable talk and interpretation con­
cerning the Securities Act, and in  certain 
respects it  is obviously reassuring to us. What 
he has said w ill benefit all o f us.
If ,  in turn, it  is proper that we should try 
to carry a message back to him which would 
be convincing to him, I  th ink that that mes­
sage would consist o f two parts:
First, and primarily, that there is a real and 
sincere sympathy on the part o f accountants 
w ith the purposes of this Act. This is no 
mere lip  service. The cardinal principle of 
our profession is and has been fu ll and fair 
disclosure o f material facts. And taking the 
profession as a whole, there can be no doubt 
that this principle has been lived up to.
The second part o f our message is this: As­
suming— as I  think the Commissioner and all 
fair-minded persons can assume— our genuine 
approval o f the purposes of the Act, neverthe­
less there are, in our view, grave faults in  the 
Act as it stands, related especially to the 
matter o f liability.
I  shall not attempt, in the few moments 
that I  am to speak, to go into all the aspects 
that disturb us. I w ill confine my remarks to 
two of the chief factors:
The first one is one w ith which Commis­
sioner Landis dealt, namely the character of 
the liability laid upon us. That the liability is 
practically unlimited seems to be established 
by the interpretation which has been given, 
not only by Commissioner Landis but by others 
reputed to have joined in the formulation of 
the Act, to the effect that no relation needs to 
be shown between error in the statements and 
the loss that may be sustained by the investor 
— that the latter may recover, whatever the
cause of his loss, i f  an error is discovered in 
the statements as filed.
Now, I  am not a lawyer, and Commissioner 
Landis has indicated to us that this is a con­
cept of justice that is admitted in other fields 
of the law. But as a layman I  w ill say— and 
I think that many w ill agree— that I  cannot 
see the justice, the equity o f a principle of 
awarding damages fo r losses unrelated in 
their cause to errors in the statements.
This would not be so serious, perhaps, i f  it 
were not for the other major difficulty in­
herent in the act, one involving the technique 
of auditing.
What is that degree of reasonable care to 
be exercised by the accountant which shall be 
o f a standard implied by a fiduciary relation­
ship? Does this or does it  not imply a com­
plete audit? The words would seem to imply 
just that. But here is the practical dilemma 
w ith which we are faced:
A  complete audit o f all transactions of a 
large corporation, in  the opinion of men of 
conscience and competence in our profession, 
is unnecessary. I t  would involve prohibitive 
cost and it  would constitute an appalling eco­
nomic waste. The best practice, the standard 
practice in our profession, supports the 
adequacy of a process o f testing of certain ac­
counts, when conditions of internal control 
are satisfactory.
What, I  should like to ask, is the profes­
sion to do in this dilemma ? Are we to 
jeopardize all we have in  the hope that honest 
errors fa iling to be disclosed by testing— per­
haps large absolutely, though small relatively 
— w ill not be interpreted as laying us open to 
unlimited liability?
Our convictions as to the necessity o f 
amendment o f the. Act especially in the par­
ticulars which I have mentioned are not based 
on a desire to be captious. They constitute, as 
I believe, an appeal to reason and they merit 
consideration by reasonable men.
REMARKS BY JOSEPH J. KLE IN , C.P.A.
I am happy to be a participant, even in 
the modest role that has been assigned to me, 
in any symposium inspired by our guest of 
this afternoon. Dr. Landis, obviously a very 
young man, has made his mark in the intel­
lectual world of his specialty; his genius has
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already been evidenced in the sphere of public 
service to which he has been called. I t  must 
be and is a source of real comfort to know 
that his talents in these trying days are directed 
to the administration of the epoch-making 
legislation which his g ift o f exposition has so 
illuminated for us today.
I t  is because we have been so edified and 
helped by Commissioner Landis’ delightful 
and frank exposition of those features o f the 
Securities Act o f 1933 in  which accountants 
are primarily interested that I  hesitate to ex­
press some measure o f dissent. Time w ill not 
permit, nor does the occasion warrant, lengthy 
reiteration o f those portions in  the doctor’s 
splendid paper to which we would say 
"Amen.”  I select fo r my own brief discus­
sion the Commissioner’s views o f the refer­
ence to fiduciary responsibility in  the Act and 
his statement, at least by implication, that the 
accountant’s burdens under the Act are not 
necessarily harsh and dangerous.
The Act requires o f experts, including ac­
countants, conduct similar to that o f fidu­
ciaries. The Act provides:
" In  determining . . . what constitutes 
reasonable investigation and reasonable 
ground for belief, the standard o f reason­
ableness shall be that required o f a person 
occupying a fiduciary relationship.”
As I recall Dr. Landis’ interpretation of 
this provision— a curbstone opinion, I  venture 
to guess— he opined that the test was what a 
reasonably prudent man under similar cir­
cumstances would do with respect to a trans­
action on his own behalf. N ot alone because 
o f the high esteem in which I hold Dr. Landis 
personally, but fu lly  as much because o f his 
deservedly high repute as a careful, well-in- 
formed and able attorney, I  hesitate to clash 
swords w ith him. Nevertheless, I am de­
cidedly inclined to fear that the test under 
discussion imposes a far more exacting burden 
and responsibility. This conclusion I  base on 
the attitude o f the New York courts w ith  re­
spect to the duties and obligations of trustees 
and other fiduciaries, and I have especial ref­
erence to one of the many Farmers Loan & 
Trust Company cases. Lest I  be misunder­
stood, permit me to emphasize that the ac­
countant is not seeking to escape a profes­
sional burden rightfu lly his, but he is fu lly  
justified in seeking not to be saddled w ith a 
responsibility that makes his ever-hazardous
occupation more hazardous and dangerous 
than commerce and industry require, or than 
good conscience should demand. That this 
thought is not based on academic or idle sur­
mise is, in my view, amply demonstrated by 
the fact (as I am informed) that such insur­
ance underwriters as Lloyds’s have refused to 
consider w riting the risks that exist under the 
Act.
This unconscionably burdensome respon­
sibility leads me to the second and final point 
which I  have selected for discussion. Com­
missioner Landis stated, i f  I  heard him cor­
rectly, that he was under the impression that 
there was a tendency to exaggerate and mag­
n ify the accounting obligations and dangers 
under the Act. May I, in  the friendliest of 
spirit, dissent from at least one imputation of 
the Commissioner’s belief. There is a decided 
danger from blackmail. When those of us 
who as accountants were privileged to cooper­
ate w ith the Federal Trade Commission in  the 
framing of interpretative regulations, wrestled 
with the language o f the statute, all o f us, I 
believe, independently o f each other, came 
to the conclusion that the statutory responsi­
b ility  imposed on accountants was an open 
(even though undoubtedly unintentional) in ­
vitation to the legal sharpshooter to bring 
blackmail action against accountants who may 
have served in  connection w ith the issuance 
o f securities that have fallen on evil days. 
N ot a single accountant wished, either for 
himself or for his fellows, sympathy or 
protection from errors of omission or com­
mission for which he might fairly be held ac­
countable, but every one of us dreaded the 
exposure to an unjustified and unjustifiable 
attack made possible under the language of 
the Act.
And now, finally, in a very brief assertion 
directed at the Commissioner and his associ­
ates, may I presume to speak for the account­
ants here gathered and the larger group of 
practitioners who are here represented. We 
have amply demonstrated not only to the Fed­
eral Trade Commission but also to such divi­
sions of the government as the Treasury De­
partment, the United States Board of Tax 
Appeals, the Interstate Commerce Commis­
sion, the Department o f Commerce, and 
others, that as a professional group we are 
always ready and w illing  to respond to the 
( C on tinued on page 698)
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TALKING SHOP
A  Department Conducted by L. G LU IC K , C . P. A . 
A N N U A L  REPORT BY THE 
SHOPKEEPER 
T o the Stockholders and Customers o f  The  
Accountants’ T a lk in g  Shop.
Gentlemen:
Following the lead set by the New York 
Stock Exchange in  requiring all corporations 
w ith listed stocks to submit fu ll and frequent 
reports o f operations and statements o f finan­
cial condition, the management herewith makes 
its first annual report, although not obliged 
to do so.
O w n e r s h ip  
This Shop is owned almost in its entirety by 
its customers. The detailed list o f stockholders 
(termed membership and subscription list) 
is on file in the Shop’s Washington Office and 
may be examined by anyone entitled to do so 
during regular business hours.
M a n a g e m e n t  
The Shop is under the general management 
o f a committee composed of S. Gilman, O hio ; 
A. S. Purdy, Michigan; and W . C. Heaton, 
New Jersey. The active management is in the 
hands of L. Gluick, supervised by D. W . 
Springer.
H is t o r y
This Shop was first opened in  October, 
1928, experimentally. I t  was reopened on a 
permanent basis in February, 1929. N ot being 
a taxable entity, the Shop is not bound to end 
its fiscal year on the last day of a month. 
Since the twentieth o f the month is the date 
o f going to press; since the Shop opened in 
October; and since the twentieth o f Septem­
ber is the Shopkeeper’s natal day, the fiscal 
year is deemed to begin that day. Hence the 
date o f the statements on file in the Washing­
ton Office, which may be seen by any stock­
holder during business hours.
The continuing prosperity o f the Shop is a 
cause for congratulation to its owners. I t  in ­
dicates their patronage. Only once, last De­
cember, has the Shop ever been faced w ith a 
deficit, and the generous response made to its
S.O.S. at that time is a source of gratitude to 
the Shopkeeper; who feels that such support 
deserves his continued efforts.
M e r c h a n d i s e
The inventory was published separately in 
September. Although we may be out o f stock 
on many items therein listed, we are always 
eager to replenish any articles for which there 
is any demand. I t  w ill afford us particular 
pleasure to add new merchandise from time 
to time.
I t  has been the oft-reiterated policy o f the 
management to exclude any articles o f a false or 
acrimonious nature. Neither does it assume any 
responsibility fo r opinions expressed, publish­
ing them as matters o f interest only. Custom­
ers are urged to call attention to any imper­
fect merchandise. The management makes 
every reasonable (see Article 15, Regulations 
under Securities Act) effort to purvey only 
first-class goods, and w ill replace damaged 
articles promptly or refund the price thereof.
Further information w ill be cheerfully fu r­
nished to any person properly entitled thereto.
Respectfully submitted,
T h e  Sh o p k e e p e r .
The N . Y. Tim es’ editorial page fo r Octo­
ber first, contained the fo llow ing:
"Talking Shop is one o f the most fas­
cinating occupations discovered by man; 
and shop-talk is bound to be largely slang. 
Any trade paper is bound to be written in 
the slang o f the profession. They all have 
their lingo and their patter.”
W ell, gentlemen, no part o f this magazine 
is more popular than this department, and 
now that the great metropolitan daily has set 
its seal o f approval upon it, we take pleasure 
in  reintroducing, after a well-earned vacation, 
Oldtimer and Company, in their well-known
act. --------------
I n  W h i c h  t h e  Sh o p t a l k e r s  D is c u s s  
E m b e z z l e m e n t  
"That Canadian case”  began Dash, "has 
caused at lot o f conversation lately.” 
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"How come?”  inquired the K id. " I  haven’t 
heard anything discussed lately but the N R A 
inflation.”
"W ell, we have to talk about something 
pleasant once in  a while,”  replied Blank. 
"But do you know what I  mean?”
"Sure!”  retorted the Kid. " I  read the little  
gray magazine as well as you do; it  was in 
the September number; and I ’l l  bet I  know 
why you are so interested in the case.”
"You’re too smart,”  said Blank. But the 
K id  continued.
"That stock exchange case here in  New 
York is about due for trial, and just as the 
Canadian Court o f Appeal (without an s) 
cited the Touche case, the defense here is 
bound to cite the Canadian case.”
"Right,”  interrupted Oldtimer. “ Restricted 
audit programs, i f  you can prove them, are a 
perfect defense.”
"Curious thing about embezzlements,”  said 
Blank. "The student gets the idea that the 
chief purpose of auditing is to detect them; 
the public at large is sure of i t ;  yet not one 
audit in  a thousand produces a real case o f 
embezzlement.”
" I f  you mean embezzlement in the true 
sense of the word,”  replied Oldtimer, "you 
exaggerate somewhat, but pardonably. In  all 
my years o f practice, either working fo r a 
firm, or partner in  one, we’ve averaged about 
one a year. O f course other frauds, frequently 
far more serious, are much more common but 
somehow don’t reach court so often.”
" I  know how that is,”  said Dash. "About 
fifteen years ago I  discovered in  a big cor­
poration audit that the salesmanager had p il­
fered eighty thousand dollars worth o f mer­
chandise. I  reported to the president, who 
had the man in  and confronted him w ith the 
facts. For brazen effrontery I  shall never see 
the equal o f that crook; he admitted his theft; 
he almost boasted of i t ;  and when the presi­
dent demanded restitution or jail, the man 
coolly mentioned a split commission the presi­
dent had been involved in  (which was news 
to me) and defied him to do anything. And 
what’s more, nothing happened.”
"That’s a deplorable condition that is only 
too common,”  said Oldtimer. "But to get 
back to true embezzlement, my son had an 
experience the end o f this summer that I  am 
going to ask him to te ll.”
So the Youngster began: "A  college friend
who lives in the Bronx, has a job in  Harlem, 
and hardly ever gets below Times Square, 
asked me to buy something for him that can 
be purchased only way downtown. He knew 
that like any public accountant, my work took 
me anywhere w ithin the city; and he wasn’t 
in  any frantic rush. He gave me the price, and 
that was that.
"The next day I was busy in midtown; so 
busy that going to the bank to get a check 
cashed would have been a great effort; yet I 
had several small purchases of my own to 
make; and less than a dollar in my pocket. 
So I proceeded to use my friend’s money; the 
next day I  got my own money, and being in 
the financial district, bought what my friend 
wanted, and he in due course got it.
" I t  wasn’t until by chance, when I  men­
tioned it  to dad, that I  realized that I  had 
been technically guilty o f embezzlement. The 
very minute I ’d broken into the money en­
trusted to me, I  was a th ie f; and the fact that 
the amount was small and the restitution 
prompt, would have only acted as mitigation 
in  the eyes o f the law i f  anyone had wanted 
to challenge my deed.”
"So what?”  said the Kid.
" I  hoped you would all get the point,”  said 
Oldtimer. "That is the way all real embezzle­
ments start. Out o f th irty or more which I 
have personally worked on, I  can’t recall but 
one where the embezzler deliberately started 
out to steal; all the other cases he merely bor­
rowed; he not only said so; there was more 
or less evidence to prove it.”
"As fo r example,”  said Dash. "You don’t 
mind my being skeptical.”
"Skepticism in a C.P.A. is necessary; and 
by that token, a C.P.A. must be prepared to 
prove  anything he says. W ell, the leading case 
was where one Monday morning one o f my 
men got in  from a vacation on one o f those 
trains that dump you out before seven thirty. 
He knew where he was assigned fo r that day; 
so instead o f k illing  time waiting for the 
office to open he went straight out to the c li­
ent’s plant, which opened at eight, and hung 
around the timekeeper’s office until the cashier 
showed up at about eight forty-five. The man 
was not glad to see h im ; and my man fo l­
lowed him into the office, stood by while the 
safe was opened and then demanded the cash 
box. For a moment the cashier demurred; 
then he handed it  over; there should have
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been five hundred dollars in it  in  currency or 
petty cash vouchers; the chits were there, but 
not one cent.
"M y man turned to the cashier to inquire, 
but the other beat him to it. From his pocket 
he calmly produced a big ro ll o f bills and 
counted out what was needed in  the box. 
W ell, by that time the treasurer had arrived, 
and they sent fo r me, and we got the story. 
Week after week, the cashier had been ac­
customed to take out o f the petty cash box a 
couple of hundred dollars to finance him in a 
poker game; he was a good player; won much 
more than he lost. His winnings he spent; 
when he lost he managed to juggle the books 
until his next winnings. And nothing but the 
fortuitous arrival o f my man would have ever 
caught it until the inevitable day when he was 
the big loser. The law o f averages had to 
work.
"N ow  that man had no real idea he was 
stealing; his employees had not lost a cent; 
and he did not intend them to. But he wasn’t 
the man you or anyone else wanted as cashier, 
so he was fired. But as the bonding company 
pointed out, he was absolutely an embezzler 
in  the real meaning o f the word. Only luckier 
than most.”
" I  don’t  know,”  said Blank, " i f  we aren’t 
too soft-hearted. So few thieves of that kind 
are ever prosecuted, much less convicted, that 
they all take chances. The Golden Rule is all 
right no doubt, but it can be carried too far.”  
"Maybe,”  said Oldtimer. "But what is the 
real gain in  sending a petty cashier to prison, 
for the first offense anyhow? Regular detailed 
audits that would promptly detect peculations 
would do more to keep cashiers honest than 
any number of prisons. And especially in 
these hard, and continuing hard times for 
white-collar workers, loss o f a job is almost 
enough punishment fo r any but repeated, 
flagrant offenses.”
"And the moral is,”  said the K id, "the 
auditors w ill get you




This is the month to join the Red Cross
More years ago than we like to admit, when 
we were first studying banking and finance,
our professor urged, almost demanded, that 
every student read the monthly bulletin of the 
National City Bank of New York. Frankly, 
and w ith no disrespect to some of the really 
eminent economists under whom we studied, 
we learned more practical economics from that 
house organ than we did from the regular 
texts. In  recent years we have not read it so 
religiously. However, all this leads up to the 
fact that on the evening of October second we 
finally had the pleasure o f seeing and hearing 
Mr. George E. Roberts, the vice-president re­
sponsible for the publication. The occasion 
was a meeting devoted to realty economics; 
the place the New York T ribune  Auditorium; 
and Mr. Roberts merely the best of several 
good speakers.
Sometimes, when we have finally met a man 
whose writings we have long admired, we 
have been disappointed; many people have 
been so w ith us. But the tall, thin, gray-haired 
Yankee banker was just about what we ex­
pected. N o ! We didn’t get to speak to h im ; 
being a commuter he had to slip out o f the 
meeting before it  was over.
This is the month to join the Red Cross
L i t e r a r y  N o t e
A t this w riting we are still delightedly read­
ing A n th o n y  Adverse, which the publisher’s 
blurb describes as "the ten best books of
1933,”  and doesn’t exaggerate much. But the 
part that arouses us to mention this gigantic 
work is not the romance and adventure. I t  is 
the part toward the beginning, where the 
young hero is apprenticed to a merchant. The 
time is 1780. He learns languages, literature, 
geography, history, philosophy and what- 
have-you, all together; inextricably inter­
woven; the commercial education is part and 
parcel o f the cultural education; and the re­
sult is a finely rounded man.
Contrast this w ith much (but, let us be 
thankful, decreasingly) o f the commercial 
education o f today. Accounting is taught as 
though there could be no possible connection 
between it and poetry; commercial law is 
pigeonholed in the student’s mind as it  seem­
ingly is in the teacher’s also: utterly remote 
from history or economics. The interrelations 
of the subjects taught at our very best colleges 
is never stressed, and seldom mentioned. Pos­
sibly i f  the Deans could be made to read this
6 6 8 THE CERTIFIED PUBLIC ACCOUNTANT November,
novel, they in  turn would make i t  required 
reading fo r both faculty and students and 
thus, most pleasantly, convey the idea of the 
unity o f knowledge.
Which leads right up to the talk we heard 
Henry Fernald give about his trip  to Europe 
last June. An informal travelogue, of purely 
personal impressions, hardly a word about the 
professional mission on which he was sent; 
and far more interesting and instructive than 
i f  he had talked on the technique of double 
taxation to the exclusion o f Viennese opera, 
Innsbruck yodeling contests, and French pass­
port examinations.
This is the month to jo in the Red Cross
An Associated Press dispatch from  Cam­
bridge, Mass., on September 23 reports Dr. 
Conant, new president o f Harvard, telling his 
freshmen that they should cultivate tolerance 
w ith  skepticism. He especially urged that "a 
dinner table may often be as good an instru­
ment o f liberal education as a lecture hall, 
and in  my experience, a great deal pleasanter.”  
W ell, all C.P.A’s are skeptics; and we heartily 
appreciate Prexy’s endorsement of our Shop- 
talkers.
We acknowledged w ith thanks the receipt 
o f Bulletin No. 7 of the National Committee 
on Standard Reports for Institutions of Higher 
Education (try. that name on your check 
w rite r!) I t  deals w ith Auxiliary activities 
such as bookstores and athletic associations, 
and in our experience, they need more im­
proved accounting, and more auditing than 
those o f the basic institutional accounts. The 
whole series ought to be on the desk o f every 
C.P.A. who has the slightest actual or proba­
ble connection w ith a school. The N R A pro­
gram is encouraging the founding of many 
new schools, as well as expansion o f old ones. 
They are of very unequal merit, but one thing 
cannot be too strongly stressed to the man­
agement: The time to put in  a proper system 
of accounts is at the inception. The check-stub 
method may suffice during the small-enroll­
ment, Iow-bank-balance period; but i t  makes 
just that much more trouble when the success 
o f the school is approved. Professor Morey’s 
series can be made convincing sales points to 
a recalcitrant school principal or treasurer.
This is the month to jo in the Red Cross
Mr. Joseph Berenson contributes an inter­
esting piece about a new racket which may be 
more widespread than we realize. Certainly 
we should all be on our guard to protect our­
selves and clients. The fact that the particular 
culprit whom Berenson helped to uncover is 
still out on bail awaiting trial does not mean 
that there may not be a lot more like him, for 
i t ’s a distinctly clever game. I t  operates like 
this: A  man who claims to be a public ac­
countant and clearly disclaims being certified, 
approaches a business man and tactfully ascer­
tains what it  costs in salaries to run that busi­
ness’s bookkeeping department. He then pro­
poses to take over that department; operate 
it, supervise it and— get this particularly—  
a u d it it. And all fo r less money. The victim 
agrees; the "accountant”  proceeds to take 
over; he installs as many clerks as required; 
girls whom he has trained; who are reasonably 
competent and entirely honest. He drops in 
every day or two to "supervise” ; and at the 
beginning o f each month spends a few hours 
reconciling the books, and preparing a state­
ment fo r the business man, who is greatly 
impressed.
The racket is in two parts. The first is legiti­
mate; he paid in  the instant case three girls an 
average o f $20.00  a week apiece; collected 
$100.00 a week from the business man. I t  
doesn’t take many clients like that to make a 
nice living. But the second part is the place 
where the district attorney gets interested. 
Left in  entire charge o f the books; auditing 
only h im self; the opportunities fo r peculation 
are tremendous. And in  the instant case 
$7,000 vanished in less than a year, before the 
business man, becoming suspicious, called in 
Berenson.
I t  was inevitable that the Kruger series in 
Fortune  magazine should be followed by an 
article on the new securities act in the August 
issue; and although that is quite a way back, 
the article by Walter Dean is still the best 
thing on the subject we have seen. Personally 
we think that the act is about as enforcable as 
the late Volstead act, though the purpose is 
just as laudable. Only the honest law-abiding 
securities dealer and his accountants w ill suffer; 
the bootleggers and shysters w ill reap the same 
crop o f suckers as heretofore.
( C on tinued on p a ge  6 8 9 )
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Accounting As Affected By the New 
Illinois and Pennsylvania 
Corporation Acts
By R o b e r t  E. P a y n e , C.P.A., Illinois
R ECENT legislation, both Federal and State, 
so definitely and directly affects the pro­
fessional work of the public accountant that 
the need to familiarize himself w ith  it as 
quickly as possible after its passage is daily 
being brought forcibly to his attention.
In  this connection the corporation laws of 
the various states and their effect on account­
ing matters are worthy of more special note 
than at first is realized. This is particularly 
true in  regard to balance-sheet display show­
ing changes in current net w orth ; the current 
amount o f surplus available fo r dividends or 
available for the purchase of a corporation’s 
own stock; and the effect o f such ownership 
on the surplus available fo r dividends or the 
purchase of stock. In  many states the direc­
tors’ liabilities are also increasing in their im ­
portance and a knowledge of these State laws 
by the accountant is essential in order to en­
able him to properly display their legal sig­
nificance, and to thus properly protect the 
directors o f his client by the information 
which he prepares for them.
In  a paper which appeared in  the March 
issue o f the A ccoun ting  Review, the effect o f 
the corporation laws o f Delaware and M ichi­
gan on the Net W orth section o f the balance 
sheets o f corporations organized in  either of 
those states was commented upon. This was 
followed in  the June issue o f the Review  by a 
paper on the same subject which was written 
by Mr. Fletcher Lewis o f the law firm  o f But­
ler, Pope, Ballard and Elting. Since the publi­
cation o f those articles, the Commonwealth of 
Pennsylvania has adopted a new act, which 
was passed on July 3,  1933, and ten days later 
on July 13, 1933, a new act fo r the State of 
Illinois became effective. The provisions of 
these new laws are even more definite and 
more exacting in their effect on the net worth 
section of balance sheets than the laws of 
Delaware and Michigan. The principal point 
to be brought out in regard to these laws is 
that the ownership o f  its  ow n shares by a cor­
po ra tion  organized in  these states reduces its  
surplus available fo r  d iv idends and also re­
duces the surplus available fo r  any such fu tu re  
purchases by the cost o f  such shares. T h is  im ­
po rtan t fact must be displayed.
In  the previous paper, wherein the laws of 
Delaware and Michigan were compared, cer­
tain sections of the laws o f each State were 
super-imposed to bring out comparisons and 
differences in these effects. In  the present 
paper the same thing is done in  order to show 
a comparison of the Illinois and Pennsylvania 
Acts. The italics which appear in  any quota­
tion are peculiar only to the Illinois Act, and 
those phrases which are bracketed are peculiar 
only to the Pennsylvania Act. Therefore, by 
reading the quotations, omitting bracketed 
portions and including the italics, the wording 
w ill be identical w ith  the Illinois A c t; and 
reading the same quotation eliminating the 
italicized parts and including the bracketed 
portions w ill give the identical wording of 
the Pennsylvania Act. I t  is o f interest to note 
that many sections of the Pennsylvania Act are 
the same as parts o f one of the original drafts 
o f the Illinois Act which were later changed 
by Illinois before its b ill was finally passed.
I
In  all o f the four acts under consideration, 
the corporation is, o f course, given power to 
purchase its own shares under certain condi­
tions. The Delaware and Michigan Acts pro­
vide—
“ T h a t no corp oratio n  shall use its funds o r  
p rop erty  fo r  the pu rch ase o f  its ow n capital 
stock  when such use would cause any im pair­
m ent of the capital o f the corp oratio n .”
I t  is evident from  the above that neither 
a Michigan nor a Delaware corporation may 
purchase its own shares (unless preferred 
shares to be redeemed) i f  the aggregate cost 
of such shares is in excess of a ll surplus. The 
Pennsylvania Act is somewhat similar in pro­
viding that the purchase be made at such time 
and in such amount that the net assets o f the 
corporation remain greater than its stated capi­
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tal after such purchase has been made. As in 
Michigan and Delaware, therefore, a Pennsyl­
vania corporation may purchase its own stock 
as long as the cost o f such stock does not ex­
ceed the aggregate of all types of surplus. The 
Illinois Act, however, is much more restrictive 
and provides that a corporation—
“ Sh all not purchase, either directly  o r  in­
directly , its own shares when its net assets  
are  less than the sum  of its stated capital, its 
paid-in surplus, and surplus arising from  un­
realized appreciation in value o r  revaluation  
of its assets and any surplus arisin g from  
surren der to  the corp oratio n  of any of its 
shares, o r  when by so doing its net assets  
w ould be reduced below such sum .”
From the above, it  is evident that Illinois 
intends that only earned surplus shall be avail­
able fo r the purchase o f shares o f stock, ex­
cepting for such purposes as: (1) eliminating 
fractional shares; (2) settling or securing 
claims due the corporation; (3) paying dis­
senting shareholders in  case of merger; and
(4) effecting the redemption o f preferred 
shares, etc.
The word "indirectly”  is also o f particular 
importance as it  prevents the common device 
o f purchasing stock through a subsidiary or 
affiliated company when it is illegal to make 
such a purchase directly.
I t  is also noteworthy that the words "net 
assets”  as relating to the determination o f the 
right o f a corporation to purchase its own 
shares or to declare and pay dividends, and 
the liabilities of directors therefor, are defined 
by the Illinois Act to exclude shares of its 
own stock belonging to such corporation.
In  both the Illinois and Pennsylvania Acts 
the words "stated capital”  are defined and the 
use of the phrase "capital stock”  has been 
avoided. The use of the words "stated capi­
ta l”  has been substituted as a more accurate 
and descriptive phrase.
I I
Dividends may not be paid in either State, 
except in liquidation, i f  such payment would 
reduce the net assets below the stated capital 
o f the corporation. Both acts provide for the 
determination o f that part o f the considera­
tion which shall be stated capital.
The Acts read as follows:
“ ( a )  I f  the shares issued shall consist 
w holly of shares having a  p ar value, then the  
stated capital represented by such shares shall 
be the ag g reg ate  p ar value of the shares so 
[to  be] issued.
“ ( b )  I f  the shares issued shall consist 
w holly of shares w ithout p ar value, all of  
w hich shares have a  p referen tial righ t in the 
assets of the corp oratio n  in the event of its 
in voluntary liquidation, then the stated capital 
represented by such shares shall be not less 
than the a g g reg ate  p re feren tia l am ount pa y ­
able upon su ch  sh a res  in  the event o f invol­
untary  liquidation  [am ou n t of value of the 
agreed consideration to be received fo r such  
sh a re s ] .
“ ( c )  I f  th e shares issued consist wholly  
of shares w ithout p ar value, and none of such 
shares has a preferen tial rig h t in the assets 
of the corp oratio n  in the event of its involun­
ta ry  liquidation, then the stated capital rep­
resented by such shares shall be the to tal con­
sideration received th erefo r  less such p art 
th ereof as m ay be allocated to  paid-in surplus.
“ ( d )  I f  the shares issued consist of several 
o r all of the classes of shares enum erated in 
( a ) ,  ( b ) ,  and ( c )  o f  this section  [ab o v e], 
then the stated capital [to  be] represented by 
such shares shall be not less than the a g g re ­
g ate  p ar value of any shares so issued having  
a  par value and th e a g g reg ate  p referen tia l  
am ount payable up on  any sh a res  so [am ount 
of value of the agreed  consideration to be re ­
ceived fo r any shares to  be] issued w ithout 
p ar value having a  preferen tial righ t in the  
event of involuntary liquidation.”
A  very important difference w ill be noted 
in that the Illinois law intends to provide that 
the stated capital in  the case of no-par shares 
w ith a preference in involuntary liquidation 
shall be not less than the preferential amount 
payable in such liquidation, while the Penn­
sylvania Act provides that the stated capital 
shall be not less than the amount o f the con­
sideration  received for the sale o f such shares. 
However, both laws prevent the common 
abuse, possible in many states, whereby a part 
o f the consideration received for shares with 
a preference in involuntary liquidation may be 
allocated to paid-in surplus and paid out in 
dividends to common shareholders to the 
detriment of the preference shareholders.
The Illinois law possibly intends to, but 
does not, prevent the sale o f shares w ith a 
preference in involuntary liquidation at a price 
below the liquidation price, but any allocation 
to surplus is prevented. I f  other shares are 
sold at the same time, no allocation to surplus 
may be made from the consideration received 
from any such shares i f  such allocation would 
still leave the stated capital less than the pref­
erence price plus the par value of any par- 
value shares issued at the same time. I f  the 
preference shares were issued and no other 
class of its own capital stock and i f  the con­
sideration were less than the preference price
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in  involuntary liquidation, the effect would 
be the same as in  Pennsylvania.
The laws are uniform in content as to the 
provision, herewith quoted from the Illinois 
Act, which relates to the time o f allocation 
and to the result i f  no allocation is made.
“I f  the board of d irecto rs shall not have  
determ ined ( a )  a t the tim e of the issuance of 
any shares issued fo r  cash , o r  ( b )  within  
s ix ty  days a f te r  the issuance of any shares  
issued fo r  lab or o r  services actu ally  p er­
form ed fo r the corp oratio n  o r  issued for  
p rop erty other th an  cash , th a t only a  p a rt of  
the consideration fo r  shares so issued shall 
be stated capital, then th e stated capital of  
the corp oratio n  represented by such shares  
shall be an am ount equal to  the a g g reg ate  
par value of all such shares having a  p ar  
value, plus the consideration received for all 
such shares w ithout p ar value.”
Both acts provide that a reduction of stated 
capital may be accomplished by a resolution 
o f the board of directors, approved by a ma­
jority o f the stockholders, and duly filed w ith 
the Secretary o f State. The surplus arising 
from  a reduction in  stated capital is required, 
in  Illinois, to be set up as Paid-In Surplus. I t  
is not in  Pennsylvania.
Stated capital, however, may be increased at 
any time, and the fo llow ing quotation is 
identical in  both acts:
“T h e  stated capital of the corp oratio n  m ay  
be increased fro m  tim e to  tim e by resolution
of the board of d irecto rs d irecting th at all 
o r a  p a rt of the surplus of the corp oratio n  
be tra n sfe rre d  to  stated capital. T h e  board  
of d irecto rs  m ay d irect th a t the am ount of 
the surplus so tran sferred  shall be deemed 
to  be stated  capital in resp ect of any desig­
nated class of sh ares.”
In  Pennsylvania the judgment of the d i­
rectors is conclusive as to the valuation placed 
on assets, other than cash, which are received 
as payment fo r capital stock. In  Illinois the 
same is true, except for the provision— "In  
absence of actual fraud.”  The receipt o f a 
note, whether or not secured, may not be con­
sidered payment or part payment fo r shares of 
a corporation in  either State.
I f  we assume that a new corporation sells
1,000 shares o f $100 par value, 6% Preferred 
Stock fo r cash at $105; that it purchases a 
building valued by the board o f directors at 
$100,000.00 and pays therefor 5,000 shares 
o f no par preferred stock w ith  preference in 
involuntary liquidation o f $25 per share; that 
it acquires patents, valued at $50,000.00 by 
the board o f directors, for 5,000 shares o f no 
par common stock; and by action o f the board 
o f directors 30 days later it  allocates $25,000 
o f the consideration fo r the sale o f common 
stock to Paid-In Surplus, the net worth sec­
tion o f the corporation i f  organized in  either 
State should appear as follows:
N ET W O R TH : (July 1, 1932)
Preferred Capital Stock:
$100 Cumulative 6% Preferred Stock sold at $105 per
share Authorized, Issued and Outstanding................... $100,000.00
$1.00 Dividend Series No Par Preferred Stock entitled 
in  involuntary liquidation to $25 per share. Sold at 
$20 per share. Authorized, Issued and Outstanding—
5,000 shares .................................. .................................  100,000.00
Common Capital Stock: $200,000.00
10,000 Shares N o Par Stock Authorized 5,000 shares 
sold at $10 per share— $5 per share allocated to Paid- 
In  Surp lus........................................................................  25,000.00
Total Stated C a p ita l.................................................
Paid-In Surplus— Arising From—
Premium on sale o f Par Value Preferred
Stock 1,000 shares at $5 per share........ $ 5,000.00
Allocation o f portion o f proceeds o f sale
of $5,000 common shares.....................  25,000.00
,000.00
Total Paid-In Surplus 
T O TA L N ET W O R T H :
30 ,000.00
$255,000.00
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In  the above illustration the premium from 
the sale of par value stock automatically be­
comes paid-in surplus without board authoriza­
tion. Also note that in  the illustration the 
stated capital applicable to no par preference 
shares is less than their involuntary liquidat­
ing value. This, however, is legal in  Illinois 
as well as in Pennsylvania. There is an addi­
tional $25,000.00 of stated capital applicable 
to the common stock, which offsets the sup­
posed discrepancy in  the stated capital appli­
cable to the no par preference shares, and 
which must be so allocated i f  the two classes 
are issued simultaneously. I t  does not need 
to be so allocated i f  the preferred shares are 
issued separately. The Illinois Act intended 
that the stated capital representing no par 
shares was not to be less than the involuntary 
liquidating value o f those shares having a 
preference in  involuntary liquidation, but this 
may occur i f  the no par preference stock were 
sold at less than the value o f involuntary liqu i­
dation, and i f  no other stock were sold at the 
same time.
I l l
The wording and arrangement o f the two 
Acts differ widely in  respect to dividends, 
although the content is similar. The Illinois 
Act reads as follows:
“ ( a )  N o  dividend shall be declared o r  paid 
at a  tim e when th e corp oratio n  is insolvent 
or. its net assets a re  less than its stated capi­
ta l, o r  w hen the paym ent th ereo f would  
render the corp oratio n  insolvent o r  reduce  
its net assets below its stated capital.
“ (b)  Dividends m ay be paid out of paid-in  
surplus o r  surplus arisin g from  the surren der  
to  th e corp oratio n  of any of its shares only  
upon shares having a  preferen tial rig h t to  
receive dividends, provided ( th a t )  the source  
o f such dividends shall be disclosed to  the  
shareholders receivin g such dividends, con­
cu rren tly  w ith paym ent th ereof. T h e lim ita­
tion  o f  this su b -paragraph shall not lim it nor  
be deemed to  conflict w ith the provisions of 
this A c t  in resp ect of the distribution o f  
assets as a  liquidating dividend.
“ ( c )  N o  dividend, excep t a  dividend p ay­
able in its ow n shares, shall be declared  or  
paid out of surplus arisin g  from  unrealized  
appreciation in value, o r  revaluation , of a s ­
sets.
“ (d)  N o  dividend payable in its own 
shares shall be paid in shares having a  p re f­
eren ce as to  dividends ov er the shares upon 
w hich such dividend is paid, unless the p ay­
m ent th ereo f be authorized by the articles of 
in corporation .
“ ( e )  I f  a  dividend is declared payable in 
its ow n shares having a  p ar value, such
shares shall be issued a t the p ar value th ereof  
and there shall be tran sferred  to stated capi­
ta l a t the tim e such dividend is declared an  
am ount of surplus equal to  the ag g re g a te  par  
value of the shares to  be issued as a  dividend.
“ ( f )  I f  a  dividend is declared payable in 
its ow n shares w ithout par value, such shares  
shall be issued at such value as shall be fixed  
by the board of d irecto rs by resolution a t the  
tim e such dividend is declared, and th ere  
shall be tran sferred  to stated capital a t the  
tim e such dividend is declared an am ount of  
surplus equal to  the a g g reg ate  value so fixed 
in respect of such shares, and the am ount 
per share tran sferred  to stated capital shall 
be disclosed to  the shareholders receiving  
such dividends, con cu rren tly  w ith paym ent 
th ereof.
“ ( g )  A  split-up o r  division of issued shares  
into a  g re a te r  num ber of shares of the sam e  
class shall not be construed to be a  share  
dividend within the m eaning of this section .”
Both Acts are in agreement regarding para­
graph "a.”
Paragraph "b ”  is likewise common to both, 
except as to the last sentence regarding pay­
ment of liquidating dividends. I f  an Illinois 
corporation desires to distribute paid-in sur­
plus as dividends, it may do so i f  all cumula­
tive dividends on preferred or special classes 
have been fu lly  paid to date and i f  the net 
assets remaining after the proposed distri­
bution be not less than the aggregate pref­
erential amount payable, in the event o f vol­
untary liquidation, to the holders o f shares 
having preferential rights to the assets of the 
corporation in  the event o f such liquidation. 
Such dividend can be paid only on the af­
firmative vote o f two-thirds of each class o f 
stock at an annual or special meeting of share­
holders, and the fact that it  is a liquidating 
dividend must be disclosed to the share­
holders receiving the same. No such provi­
sion is to be found in the Pennsylvania Act.
In  the Illinois Act "c”  prohibits dividends, 
except those payable in  shares, from surplus 
arising from unrealized appreciation o f any 
asset. Pennsylvania limits this restriction to 
the unrealized appreciation o f fixed assets and 
inventories, but adds the restriction that only 
share dividends may be paid from—
“ (b)  T h e  unaccrued o r  unearned portion of  
any unrealized profit in any form  w h atever, 
w hether in the fo rm  of notes, bonds, obliga­
tions fo r the paym ent o f m oney, installm ent 
sales, cred its, o r  o therw ise.”
I t  might be construed to be legal in  Illinois 
to pay cash dividends on unrealized gross
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profit on installment sales but it  is not legal 
in Pennsylvania.
The portion o f the Pennsylvania Act cor­
responding to paragraph "d ”  appears as fo l­
lows:
“ N o  dividend payable in shares of any class  
shall be paid to shareholders of any other  
class, unless the articles so provide, o r such  
paym ent is authorized by the vote  of the hold­
ers o f a  m ajo rity  of the shares of the class  
in w hich the paym ent is to  be m ade.”
Paragraph "e,”  relating to share dividends 
in  par value stock is identical in  each of the 
acts.
Paragraph ” f ”  is the same as in  the Penn­
sylvania Act, except that Pennsylvania does 
not require disclosure to shareholders of the 
amount so transferred to stated capital. The 
Illinois provision is designed to prevent the 
use of a nominal value by those who desire 
to pay share dividends, without a material re­
duction o f earned surplus.
Paragraph "g ”  is identical in  each act.
The Pennsylvania Act has an interesting 
provision not found in the Illinois Act to the 
effect that in computing the aggregate o f the 
assets of the corporation the board of d i­
rectors shall determine, and make proper 
allowance for, depreciation and depletion sus­
tained, and losses o f every character. They 
must see that deferred charges are written 
off at least annually in proportion to their use.
The Illinois Act as originally drafted was 
in agreement w ith the Pennsylvania Act, which 
makes directors liable to the corporation fo r 
dividends illegally declared unless their dis­
sent was entered on the records. An amend­
ment to the Illinois b ill, however, provides 
as follows:
“ ( h )  T h e  d irecto rs of a  corp oratio n  who  
vote fo r  o r  assent to  the declaration  of any  
dividend o r o th er distribution of assets of 
the corp oratio n  to  its shareholders, prohibited  
by this A c t, o r  w ho vote fo r  o r  assent to  the 
m aking of a  loan to  an officer o r  d irecto r of 
the corp oration  shall be gu ilty of consp iracy  
and upon conviction th ereo f shall be punished 
as provided in section 46 of D ivision I  of ‘A n  
A c t to  revise th e law  in relation  to  crim inal 
jurisp ru den ce,’ approved M a rch  27, 1874, as  
am ended.”
Thus, in  Illinois, we have not only civil but 
criminal liability for directors who are parties 
to an illegal dividend or a loan to an officer or 
director.
A t this point i t  should again be pointed 
out that an Illinois corporation reduces its 
earned surplus available for dividends and for
the further purchase o f its own shares, by the 
cost of any of its own shares owned by it, 
and that a Pennsylvania corporation likewise 
reduces its total surplus available for d iv i­
dends and fo r further purchase o f its own 
shares. The p roper d isplay o f  the cost o f  
treasury stock owned by a corporation o f 
either State is there fore im portan t i f  the ac­
countant is  to pro tect the d irectors o f  his c lien t 
fro m  the ille g a l d is tr ibu tion  o f  d iv idends or 
the ille g a l purchase o f  treasury stock, w h ich  
w o u ld  subject h im  to c iv i l lia b ilit ie s  in  Penn­
sylvania and to both c iv il and c rim ina l l ia b i l i­
ties in  I llin o is .
I f  we assume that during the next fiscal 
year the corporation, whose capital set-up is 
previously illustrated; (1) has purchased for 
redemption 100 shares o f $100 preferred stock 
at $105 per share, and cancelled them in ac­
cordance w ith the articles; (2) has purchased 
500 shares common stock at $12.50 per share; 
and (3) has earned $20,000.00, the net worth 
section may appear as follows (next page).
An Illinois corporation in the above situa­
tion would have available only $13,750.00 
w ith which to pay cash dividends on common 
stock, and any display which does not empha­
size this point may cause a board o f directors 
to declare a dividend which would make each 
member voting fo r the dividend, civilly and  
criminally liable. In  Pennsylvania they would, 
o f course, incur only a civil liability.
In  a previous paper concerning the M ichi­
gan and Delaware Acts, certain facts were 
pointed out as they are now pointed out here 
in  connection w ith the Illinois and Pennsyl­
vania Acts:
1. That the treatment o f treasury stock as 
an asset is dangerous and inadvisable, and that 
the price paid should be deducted from the 
net worth.
2. That the treatment o f the price paid for 
treasury stock as a deduction from stated value 
is dangerous and inadvisable without clear 
note o f the effect o f its cost on the surplus 
available fo r dividends.
3. That while the method used in the illus­
tration may be technically correct and possibly 
ideal, other means may be found of making 
the necessary and proper display o f the in ­
formation. The important point is, however, 
that such display is necessary in order to bring 
out the legal importance o f certain situations.
An interesting question o f accounting pro­
cedure arises in  connection w ith both the I l l i ­
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N ET W O RTH : (June 30, 1933)
Preferred Capital Stock:
Cumulative 6% Preferred Stock Sold at $105 per
share. Authorized, Issued and Outstanding................... $ 90,000.00
$1.00 Dividend Series N o Par Preferred Stock entitled 
in  involuntary liquidation to $25 per share. Sold at 
$20 per share. Authorized, Issued and Outstanding—
5,000 shares .................................................................... 100,000.00
Common Capital Stock: $190,000.00
10,000 Shares N o  Par Stock Authorized 5,000 shares 
sold at $10 per share— $5 per share allocated to Paid- 
In  Surplus. Issued 5,000 shares— Outstanding 4,500 
shares ..............................................................................  25,000.00
Total Stated C a p ita l...................................................$215,000.00
Paid-In Surplus— Arising From—
Premium on sale o f Par Value Preferred
Stock, 900 shares at $5 per share...........$ 4,500.00
Allocation of Proceeds o f sale o f 5,000
shares of common shares.......................  25,000.00
Total Paid-In Surplus ....................... $29,500.00
Earned Surp lus......................... $20,000.00
Less: Purchase o f 500 shares 
of Common Stock at $12.50
per share ............................ 6,250.00 13,750.00 43,250.00
T O TA L N ET W O RTH  (June 30, 1933) $258,250.00
nois and Pennsylvania Corporation Acts be­
cause of a paragraph which reads as follows:
“T h e  ag g reg ate  am ount of the n et assets  
of the m erging or consolidating corp oration s  
w hich w as available fo r  the paym ent of divi­
dends im m ediately p rio r to  such m erg er or  
consolidation, to  the ex ten t th at the value  
th ereo f is not tran sferred  to  stated capital by 
the issuance of shares or otherw ise, shall 
continue to  be available fo r  the paym ent of 
dividends by such surviving o r new  co rp o ra ­
tion.”
This paragraph intends to meet a practical 
problem, which is to avoid "freezing”  the 
earned surplus o f constituents at the date of 
consolidation or merger, and thus leave such 
surplus available for dividends. Under the 
wording o f other sections, a m erger is under­
stood to be a situation where two or more cor­
porations combine and one o f them is le ft as 
the surviving corporation. A  consolida tion  is 
understood to be where two or more cor­
porations combine and form into a single new  
corporation. Orthodox accounting practice, in 
the first case, would o f course, permit the
earned surplus o f the surviving corporation to 
remain intact fo r the purpose o f paying d iv i­
dends, as such corporation would not go out 
o f business. The net worth account o f each 
of the other merging corporations would, 
therefore, become a part o f the capital struc­
ture of the surviving corporation. In  the case 
o f a consolidation the new corporation would 
commence business w ith no surplus unless 
paid-in surplus were created by allocation. 
N o predecessor company’s earned surplus 
would appear in the balance sheet o f the new 
corporation.
The laws of both Pennsylvania and Illinois 
deal w ith what might be known as a statutory 
merger or consolidation, but in  order to ac­
complish such statutory merger or consolida­
tion it  is necessary to work out the details 
strictly in  accordance w ith  the law. The 
original intent o f the lawmakers may have 
been to include the situation o f an ordinary 
holding company consolidation, but there is 
nothing in the law which would affect a hold­
ing company’s situation.
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The follow ing two specimen balance sheets may be used fo r purposes of illustration:
"X ”  COM PANY
A sse ts ...........................................$ 7 0 0 , 0 0 0 . 0 0  Capital Stock ..............................$ 4 0 0 , 0 0 0 .0 0
Paid-In Surplus .....................  200,000.00
Earned Surplus.......................  100,000.00
Total ................................. $ 7 0 0 , 0 0 0 . 0 0 Total ................................. $ 7 0 0 , 0 0 0 .0 0
"A ”  COM PANY 
Assets ...................................... $200,000.00 Capital Stock .................... $ 100,000.00
Earned Surp lus.......................  100,000.00
Total ..............................$200,000.00 Total ..............................$200,000.00
In  a statutory merger wherein the " X ”  
Company is assumed to be the surviving cor­
poration, it  could issue additional stock of the 
" X ”  Company amounting to $200,000.00, 
and the assets of the "A ”  Company could then 
be merged w ith the assets o f the " X ”  Com­
pany. Under orthodox accounting procedure,
the earned surplus o f "A ”  Company, which 
amounts to $100,000.00, would not be avail­
able to the stockholders of " X ”  Company for 
the payment of dividends although $100,-
000.00 could be allocated to pa id -in  surplus  
thus causing the balance sheet to appear as 
follows:
"X ”  COM PANY
Assets ...................................... $900,000.00 Capital Stock ......................... $ 5 0 0 ,0 0 0 .0 0
Paid-In Surplus .....................  3 0 0 ,0 0 0 .0 0
Earned Surplus (X  Company) 100,000.00
Total ................................. $ 9 0 0 , 0 0 0 . 0 0 Total ............................... _ $ 9 0 0 , 0 0 0 . 0 0
The law contemplates, however, that i f  a 
statutory merger or consolidation is accom­
plished in accordance w ith the law, the earned 
surplus of "A ”  Company may also be avail­
able fo r dividends. In  such a situation the 
$100,000.00 allocated to paid-in surplus in 
the above illustration could be shown under a 
caption such as "Earned Surplus o f Merged 
Company”  and added to the earned surplus of 
the surviving company or the new company, 
in  the financial statements.
I f  "X ”  Company and "A ”  Company were 
to consolidate instead o f merge, and a new 
corporation called "M ”  Corporation were 
formed, we may assume that "M ”  Corpora­
tion would issue $900,000.00 of its stock in 
payment for the assets o f " X ”  Company and 
"A ”  Company. W hile  the directors of "M ”  
Corporation could assign a part o f the con­
sideration received for this no par stock to 
paid-in surplus, this does not meet the diffi­
culty. The problem is to find a method to 
bring an earned surplus item equivalent to 
$200,000.00 into the balance sheet o f "M ,”  
and have it represent the combined earned sur­
plus accounts o f the two predecessor com­
panies. The law would permit this, provided 
it  were handled by a "statutory consolidation.”  
There is, therefore, a distinct difference be­
tween statutory consolidations or mergers and 
other methods of combination or amalgama­
tion. This must be carefully noted i f  the law 
is to be effective and thus leave the earned 
surplus of predecessor corporations available 
fo r dividends. The lawmakers may not have 
covered the case which they intended to cover, 
because most cases are o f holding companies 
where the stock o f subsidiaries is owned. The 
law would not have any effect in that kind of 
a situation.
In  closing, i t  should be pointed out that 
Pennsylvania Certified Public Accountants are 
indeed fortunate in  having the follow ing 
section incorporated in the new statute. This 
section provides fo r compulsory audits and the 
election o f the accountants by the sharehold­
ers:
“ Section 318. F I N A N C I A L  R E P O R T  
T O  S H A R E H O L D E R S . U nless the by­
law s exp ressly  provide otherw ise, the d irec­
to rs  of every  business corp oration  shall cause  
to  be sent to  the shareholders, w ithin ninety  
days a fte r  the close of its fiscal y ear, a  finan­
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cial rep ort as of the closing date of the p re­
ceding fiscal y ear. Such rep ort shall give a  
sum m ary of the assets and liabilities of the  
corporation , the am ount of dividends paid or  
declared during the past year, the condition, 
as to  surplus o r  deficit and how  acquired or  
created , the num ber of shares issued and 
outstanding, to geth er w ith any such p articu ­
lars  as are  n ecessary  to  disclose the gen eral 
n atu re of the liabilities and assets of the c o r ­
poration. T h e  rep ort shall also  set forth  a 
balance sheet as of the closing date of the  
preceding fiscal o r  calend ar y ear, to geth er  
w ith a  statem ent of incom e and profit and  
loss fo r  the y ear ended on th at date. T h e  
statem ent of incom e and profit and loss shall 
be prepared in the fo rm  ordinarily  used by 
accoun tants fo r  the p articu lar kind of busi­
ness carried  on by th e corporation . U nless  
th e by-law s exp ressly  provide otherw ise, all 
such rep orts shall be verified by a  certified  
public accoun tant, w h o is not a  d irecto r o r  
full-tim e em ploye of the corp oratio n , o r  by 
a  firm  of p racticin g  public accoun tants at 
least one m em ber o f w hich is a  certified pub­
lic accountant. T h e  accou n tan t o r  firm  shall
be elected by the shareholders of the co rp o ra ­
tion.”
Provisions such as the above and the many 
other sections regarding the reports of Public 
Accountants, which have been incorporated in 
the various laws of other states, together w ith 
the provisions o f the Securities Act o f 1933 
which imposes definite obligations upon the 
Public Accountants, make it increasingly nec­
essary for them to study these various laws 
and their effect on the accounting profession. 
The restrictions imposed upon Public Ac­
countants, by such laws as the Illinois, Penn­
sylvania, Michigan, and Delaware Corporation 
Acts, may not be entirely acceptable to them 
but nevertheless, these restrictions are in the 
laws. By studying them and meeting their 
requirements, and by becoming more inter­
ested in  the future passage o f such laws, Pub­
lic Accountants w ill not only benefit them­
selves but may possibly benefit and guide 
future legislation o f similar kind.
Educational Degree for Accountancy?
By E r n e s t  C r o w t h e r ,
WIT H IN  the borders o f the accountancy 
profession, especially National and State 
membership of accountants’ institutes and so­
cieties, the public practice of accountancy is 
held a profession; the necessity of certain edu­
cational prerequisites is set forth as a condi­
tion precedent to approval o f application for 
State examination o f public accountants; in 
most cases throughout the United States, the 
respective states’ requirements are high-school 
graduation or the equivalent.
The accountancy profession, as a whole, 
has concerned itself in respect to legislation, 
laws and their enforcement, concerning the 
practice o f public accounting and C.P.A. laws, 
but aside from efforts o f individual members 
o f the profession, has not concerned itself 
w ith accountancy education in a manner ap­
propriate to its progress.
I t  should not be necessary in  addressing 
Certified Public Accountants to repeat to them 
that which they know and realize as to the 
educational training and qualifications es­
sential to the seekers o f a C P.A. certificate. 
I t  does seem necessary, however to remind 
ourselves— that accountancy education has ad­
vanced equally i f  not more so than the pro-
C.P.A., Pittsburgh, Pa.
fession itself. Universities, professional and 
private schools throughout the United States 
include in their curricula accountancy courses 
and C.P.A. preparatory courses. In  many in ­
stances schools of accountancy and business 
administration are separately administered 
from the general academic, technical and pro­
fessional courses of education.
Rather than to recognize that accountancy 
merits an educational degree the profession 
seems to demand that those seeking entry 
through the C.P.A. laws must in addition to 
high-school graduation have a college degree, 
in some other branch o f learning, and varied 
length o f time experience in the office of a 
public accountant. Are we not overlooking an 
important responsibility o f the accounting 
profession ?
Universities and colleges, after all, are a 
combination o f schools. We find the typical 
university to have schools o f arts and science, 
theology, engineering, economics, law, etc., 
all o f which have their prescribed curriculum, 
prescribed years of study and credits necessary 
for graduation and the degree to evidence 
such graduation. Many universities and pro­
fessional schools have accountancy w ith as
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rig id requirement o f curriculum for that edu­
cation as is required fo r other schools of edu­
cation. Why not an educational degree for 
accountancy? Such a degree would be an 
added prerequisite for entry to the profession 
through examinations under C.P.A. laws.
Accountancy education is the child of our 
profession. I t  is not an education solely con­
cerning those who elect the practice of public 
accountancy for their career. I t  is greater than 
that. The vast changes in  the past th irty years 
in  our economic structure have caused the de­
velopment in accountancy education from a 
minor or elective subject to a major subject.
Certified Public Accountants are in the minor­
ity o f accountancy trained executives in our 
economic structure (at least w ith in my per­
sonal knowledge and observation).
The profession o f accountancy is obligated 
to the youth o f the nation to establish edu­
cational recognition fo r its attainment o f
Reorganization of Virginia Accounts
By T. C o l e m a n  A n d r e w s , C .P .A ., A u d ito r o f  P u b lic A ccou nts o f  V irg in ia
I understood that i t  was expected that I 
should address myself primarily to the accom­
plishment o f the fo llow ing objectives:
1. The development and installation o f a 
uniform system o f accounting for the coun­
ties o f the Commonwealth as required by 
section 552 o f the Code o f V irgin ia;
2. The establishment o f the department 
o f the Auditor o f Public Accounts on a basis 
that would afford to the Commonwealth and 
its political subdivisions a high standard of 
accounting and auditing service; and
3. Improvement, where needed, and in 
so far as the statutes would permit, o f the 
fiscal methods and procedures employed in 
the administration o f the affairs o f the 
counties.
As soon as I  fe lt that these objectives had 
been accomplished, or were shortly to be accom­
plished, I  tendered my resignation and pro­
ceeded at once to conclude the unfinished busi­
ness of the office which I  fe lt I  should dispose 
o f before retiring, and have today turned over 
the affairs o f the office to my successor.
E ditor’s N o t e : In  the w in ter of 1931 a  m em ber 
o f  the accoun tancy profession w as afforded the  
op portunity of rendering a  civ ic  serv ice to  his 
S tate . T h e  fa c t  th a t T . Colem an A n drew s w as  
w illin g to  accep t an appointm ent as A u d itor of  
P u b lic A ccou n ts of V irg in ia  is an exam ple w hich  
o th e r m em bers m ay w ell em ulate if opportunity  
offers  itself. T h e  rep ort w hich follow s should be 
read by every  m em ber of the profession.
Richmond, A p ril 29, 1933. 
Honorable John Garland Pollard,
Governor, Commonwealth of Virginia, 
Richmond, Virginia.
Your Excellency:
When I  tendered my resignation recently, I 
stated that upon my retirement from  office I 
would submit a review o f and report on the 
activities o f my department fo r the period of 
my incumbency. Having retired from office 
today, I now submit the promised review and 
report.
I  was appointed on February 1, 1931, to 
complete the unexpired term o f my predeces­
sor, and at the 1932 session o f the General 
Assembly my appointment was confirmed, and 
I  was reappointed fo r a term o f four years 
beginning March 1, 1932.
graduation from accountancy education. The 
profession cannot elect to deny its guardian­
ship of accountancy education by simply con­
fining its concern to the minority o f account­
ancy graduates that enter the profession 
through successful C.P.A. examinations.
Better qualified Certified Public Account­
ants w ill be the result i f  education prerequi­
sites to C.P.A. examinations are increased to 
include the educational degree signifying grad­
uation from accountancy education.
The American Institute o f Accountants, 
American Society o f Certified Public Account­
ants, the several States Societies and Institutes 
of Certified Public Accountants are urged to 
give consideration toward securing the edu­
cational recognition o f accountancy and to aid 
in securing for it and its graduates the degree 
evidencing attainment rightfu lly  deserved in 
the educational world.
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D e v e l o p m e n t  a n d  I n s t a l l a t i o n  o f  
U n i f o r m  Sy s t e m  o f  A c c o u n t i n g
There isn’t a great deal to be said about the 
development and installation o f the uniform 
system of accounting fo r the counties, except 
that it was developed and installed. Shortly 
after I  took office the Auditing Committee of 
the General Assembly met, and at this meet­
ing it  was concluded to try to have the uni­
form system ready fo r installation by the be­
ginning o f the next fiscal year, which at that 
time was less than five months away. This was 
no more time than we needed to familiarize 
ourselves w ith the duties o f the office, dispose 
o f the routine business thereof, develop the 
uniform system, formulate a reliable code of 
auditing procedures, and do the many other 
things that were necessary in  order to be ready 
to institute the new order at the beginning of 
the new year. However, everything worked 
smoothly, and installations o f the uniform sys­
tem were begun according to schedule. And 
the final installation was made about sixty days 
ago.
The uniform system represents our concep­
tion o f the accounting requirements o f the 
counties, based upon the statutory require­
ments as to the administration o f county af­
fairs, field observations o f the manner in which 
the affairs o f a representative group o f coun­
ties were being conducted, discussion o f ac­
counting requirements and administrative 
policies and practises w ith a number of county 
officers, and the application, o f course, o f es­
tablished principles o f accounting. In  our 
judgment it is about as simple as it  can be 
made without sacrificing the accumulation of 
essential information. And experience up to 
this time indicates that it  meets the elaborate 
requirements o f the larger counties without 
burdening the smaller counties w ith unneces­
sary record-keeping.
W ith  the uniform system now installed in 
every county o f the Commonwealth, we have 
a situation which probably is unique in the 
annals o f the administration o f the affairs of 
local governments, in that the revenues, ex­
penditures, assets and liabilities o f each county 
are recorded and presented in  the same man­
ner as those o f every other county —  a fact 
which, I  believe, is not true o f any other State 
in the Union. The advantages o f this are 
obvious, I  think, and so need not be recited 
here.
Before leaving the subject o f the develop­
ment and installation o f the uniform system, 
I  should like to say a word about the attitude 
o f the county treasurers w ith respect thereto. 
A  very few of these officials took an antagons­
tic attitude toward the new system, and since 
opposition usually is much more noisy than 
favor, the public generally gained the impres­
sion, I  believe, that the county treasurers as a 
class were opposed to the system. Such was 
not the case, however. On the contrary, the 
vast majority o f the county treasurers welcomed 
it. And I  am very happy to say that those who 
objected to it  in  the beginning now appear 
to be well satisfied w ith it. As a matter o f 
fact, some of those who objected are now 
among those who are loudest in their praise.
O r g a n i z a t i o n  o f  t h e  D e p a r t m e n t
For reasons which no doubt w ill be obvious 
to you, I prefer to pass over the matter o f the 
status o f the department at the time I  took office 
without making any statement other than that 
it was woefully under-staffed and otherwise 
unqualified to execute in an acceptable man­
ner the number o f audits that were required o f 
it  by the statutes, and that consequently it  was 
necessary to reorganize it  completely and add 
materially to the field staff.
In  reorganizing the department, I  endeavored 
to f i l l  each position w ith one qualified to hold 
it. The unemployment situation, o f course, 
made this much easier o f accomplishment than 
would have been the case under ordinary con­
ditions. A t any rate, appointments were made 
upon the basis o f merit alone, and I leave to 
my successor a staff which, in my judgment, are 
without peers in efficiency, integrity, loyalty, 
and qualifications generally fo r the work which 
they have to do. Indeed, I  sincerely feel that 
the staff o f the office today are as well qualified 
fo r their work as any group of accountants and 
auditors w ith which I  ever have been asso­
ciated. Your appointment o f one of the field 
supervisors o f the department as my successor 
was both a tribute to the character o f the or­
ganization o f the department, which I sincerely 
appreciate, and an act o f assurance o f oppor­
tunity to worthy employees o f the Common­
wealth, which I  am certain has had a tremend­
ously helpful effect upon the morale o f the 
employees of the Commonwealth.
1933 THE CERTIFIED PUBLIC ACCOUNTANT 679
A u d it s  f o r  t h e  Y e a r  E n d e d  
J u n e  30, 1931
When I  took office the staff was engaged in 
the auditing o f the accounts and records of the 
counties for the year ended June 30, 1930. As 
a matter o f fact, more than half the county 
audits for this period had been completed. We 
concluded, therefore, the Auditing Committee 
o f the General Assembly concurring, to com­
plete the work program of the office fo r the 
fiscal year ending June 30, 1931, without any 
change in  the then existing auditing proced­
ures. This was particularly desirable since we 
could not very well adopt a definite code of 
auditing procedures until the form  o f the new 
system had been definitely determined, and 
since it  was obvious that it  would be necessary 
to make a thorough audit o f the accounts and 
records o f each county before installing the 
new system.
I  believe that almost every one knows what 
the situation w ith respect to the account- and 
record-keeping in the counties was when I  took 
office. Therefore I  shall not undertake to de­
scribe it. Suffice it  to say that we found very 
few complete systems in  use; that as a rule ac­
countings were not made oftener than annual­
ly ; that it  was not the custom to keep any 
chronological record o f receipts and expendi­
tures. and that consequently the authorities of 
the counties generally had not been informed 
as to the exact status o f the separate funds and 
the financial condition o f their counties as a 
whole oftener than once each year.
On account o f these facts, it  was necessary 
that the scope o f the in itia l audits be very com­
prehensive and the auditing procedures very 
detailed. As a matter o f fact, in  almost every 
case we had to review and classify each trans­
action and construct a record o f the county’s 
affairs in  order to obtain accurate statements 
o f receipts and expenditures and financial con­
dition. Consequently the in itia l audits took a 
considerable amount o f time, and necessarily 
cost quite a good deal more than they would 
have had adequate and correctly kept records 
been found. I  shall not undertake to describe 
the difficulties which we encountered in  making 
the in itia l audits, because it  would require a 
great deal o f space just to outline these difficul­
ties. Instead, I  shall pass on to the results.
The results o f the in itia l audits showed, of 
course, all sorts o f financial conditions, rang­
ing from very bad to very good. These results 
are hardly susceptible o f reduction to a general 
statement; besides, they w ill be shown in  more 
or less detail in our report on the comparative 
cost o f local government fo r the period covered 
by the in itia l audits, which report is now being 
compiled. So I  shall not undertake to sum­
marize them here.
Sh o r t a g e s  o f  $1,138,875.02 D is c l o s e d
These in itia l audits disclosed also the fact 
that at June 30, 1931, forty-six treasurers, 
one county clerk, one school board clerk, and 
one school superintendent’s secretary were 
short in the aggregate amount of $1,119,- 
300.56. This amount, plus a shortage of 
$19,574.46 on the part o f the treasurer of 
V irginia M ilitary Institute, made a total of 
$1,138,875.02, which amount, without add­
ing interest thereto, is approximately four­
teen times the annual appropriation o f the 
department o f the Auditor o f Public Ac­
counts in  the budget fo r the biennium end­
ing June 30, 1934. Subject to compromises 
made and probably to be made to facilitate 
the settlements o f these shortages, this 
amount, o f course, is recoverable. As a mat­
ter of fact, a large part o f it  already has 
been recovered. This, I  think, demonstrates 
the necessity fo r a strong auditing depart­
ment and justifies the cost thereof. In  this 
connection, i t  is highly significant that in 
over sixty audits for the year ended June 30,
1932, we have not found a single new short­
age.
Due to the inadequacy and inaccuracy of 
the accounts and records encountered by us, 
I  have to report that we could not identify 
the causes of the shortage in  each case. How­
ever, we are satisfied that in  all but a few 
cases the shortage arose from the carrying 
or holding out o f tax tickets. On the other 
hand, o f the total amount o f these shortages, 
approximately $700,000.00, or well over 50% 
was due to misappropriation of funds. Pa­
renthetically, i t  should be remembered that I 
am speaking now o f the situation at June 30,
1931. Some o f the in itia l audits, especially 
those where shortages were involved, were 
brought down to the dates on which the audits 
were made, so that the aggregate amount of 
misappropriations at June 30th does not rep­
resent the entire amount of misappropriations
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discovered. The final amount of these items 
was approximately $800,000.00.
In  every case except one, where there was 
positive evidence of misappropriation —  and 
there were six such cases— criminal proceedings 
were instituted. The criminal action was in ­
stituted by the local authorities in each case, 
but you w ill recall that the number o f offi­
cials and the amount o f money involved in 
the situation in Arlington County were such 
that, w ith the approval and concurrence of 
the Commonwealth’s attorney o f that county, 
I  requested you to direct the Attorney Gen­
eral to assist in the prosecutions there. Four 
of the five criminal proceedings instituted 
have been concluded w ith convictions, and the 
tria l o f the fifth  case w ill be held shortly.* 
We do not know why proceedings were not in ­
stituted in the sixth case, which was that of 
the secretary of the school superintendent of 
Fairfax County.
On account of the situation disclosed by the 
initia l audits the surety companies who were 
on the bonds o f the treasurers o f the counties 
notified us late in 1931 that they were not in ­
clined to continue to write county treasurers’ 
bonds after the end o f that year. Since the 
statutes required the treasurers to give either 
corporate or personal surety as a prerequisite 
to qualification for office, and since personal 
bond could not be obtained except in very few 
cases, the withdrawal o f the bonding com­
panies would have had very serious conse­
quences.
Therefore we took steps immediately to 
meet the situation, and, through the coopera­
tion o f the surety companies, arranged fo r a 
discussion o f the situation w ith the Public 
Official Bond Committee of the Surety Asso­
ciation o f America. As a result o f the meet­
ing w ith the committee, the Association ex­
pressed confidence in the demonstrated in ­
tention o f the Commonwealth to improve the 
accounting systems o f the counties and make 
more thorough audits, and agreed to continue 
on the bonds of the treasurers, subject to 
demonstration of the effectiveness o f the new 
system and the revised auditing procedures 
and the passage o f legislation at the 1932 
session of the General Assembly that would 
so define the responsibilities o f the treasurers 
and their sureties as to remove the excessive
* ( E ditor’s N o t e : T h e fifth tria l w as su ccessfu l.)
hazards inherent in the then existing statutes.
N e w  L a w s  S p o n s o r e d
The corrective legislation demanded by the 
surety companies was passed at the 1932 ses­
sion of the General Assembly, in the form of 
a revision o f section 350 o f the Tax Code, 
and I  am satisfied that the surety companies 
now feel that the risk involved in w riting 
the bonds o f the treasurers of the Common­
wealth w ill be kept at a minimum so long as 
the standards o f auditing procedures which 
have been established are continued and the 
statutes w ith respect to the duties o f the 
county treasurers are rig idly enforced.
Section 350 o f the Tax Code as revised at 
the 1932 session o f the General Assembly 
is generally referred to as the County Deposit­
ory Law. I t  created for each county a County 
Finance Board; charged this board w ith the 
duty o f approving the depositories for the 
counties’ funds and seeing that these funds 
are secured; required that depositories put 
up securities in  escrow to protect these funds; 
specified the kind of securities that may be 
put up; and laid down definite rules as to 
the manner in which and purposes fo r which 
these funds may be withdrawn. This statute, 
known formally as chapter 400 o f the Acts 
o f the General Assembly o f 1932, is consid­
ered one o f the strongest county depositories 
statutes in existence.
In  addition to the county depository b ill, 
we sponsored and obtained the passage o f the 
follow ing other bills at the 1932 session of 
the General Assembly:
Chapter 153 o f the Acts o f the General 
Assembly o f 1932— an act to amend and 
reenact section 349 o f the Tax Code o f 
Virginia, relating to the location o f the 
offices o f county treasurers;
Chapter 229 of the Acts o f the General As­
sembly o f 1932— an act to amend and re­
enact section 362 o f the Tax Code of 
Virginia, relating to the use by county 
and city treasurers o f public money in 
their possession, and by other persons 
handling public money;
Chapter 264 o f the Acts o f the General 
Assembly o f 1932— an act to amend and 
reenact section 2724 o f the Code of 
Virginia, and to further amend the 
Code o f V irginia by adding thereto two
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new sections designated 2724 (a) and 
2724 (b ), both relating to the duties 
and powers o f the board o f supervisors 
in  the allowance and settlement of 
claims against counties; and to repeal 
section 2772 o f the Code of V irgin ia; 
and
Chapter 313 o f the Acts o f the General 
Assembly o f 1932— an act to amend and 
reenact section 656 o f the Code of V ir ­
ginia, relating to the duties and powers 
o f county school boards.
I m p r o v e m e n t  o f  F is c a l  M e t h o d s  
o f  t h e  C o u n t i e s
In  addition to the foregoing bills, which in 
my judgment w ill bring about a consider­
able improvement in  the manner in  which 
the fiscal affairs of the counties are con­
ducted, there was a further b ill passed 
known as chapter 167 o f the Acts of the 
General Assembly of 1932, entitled "A n  act 
to amend the Tax Code o f V irginia by add­
ing thereto a new section, to be numbered 
section 402 (a), making i t  a misdemeanor and 
malfeasance of office for a county or city 
treasurer knowingly to omit from  any de­
linquent list required by the Tax Code of 
V irgin ia to be prepared by him, any taxes 
or levies which are in fact delinquent, and 
which should be included in  such delinquent 
list.”  I t  is believed, or at least hoped, that 
this b ill w ill be the means of banishing a 
practise which not only has been the cause 
o f loss to many counties, but which also has 
brought distress and financial embarrass­
ment to many o f the county treasurers who 
have been so unwise as to fo llow  it.
You did not underestimate the situation 
any when you reminded me, in  outlining the 
th ird  objective which I  was to accomplish 
during my incumbency, that I  might find 
myself unable to be as effective in  this re­
spect as I  would like to be, because of lack 
o f statutory authority. The Auditor of Pub­
lic  Accounts has very little  authority in this 
direction. As a matter o f fact, his authority 
is limited almost entirely to the rendering 
o f auditing and accounting services. How­
ever, the work of the department brings the 
Auditor of Public Accounts into close con­
tact w ith the officers o f the counties, and
opportunities to be o f real service frequently 
present themselves, especially w ith respect 
to such matters as budget preparation and 
administration.
Throughout my incumbency I tried to 
make myself useful in administrative mat­
ters of this kind, and I  think my efforts 
were fa irly successful. We o f course did not 
force our services upon anyone; as matter of 
fact, we didn’t have to, because the number 
who sought our assistance required about all 
the time we could find to devote to this activ­
ity. And I  feel rather proud o f the fact that 
we showed the authorities of several counties 
the way to balanced budgets and definitely 
planned financial programs, and thus estab­
lished in  their counties the basis for efficient 
administration.
In addition to this we devised and dis­
tributed to the counties on January 1st of 
this year, a County Budget Manual. This 
manual consists o f: (1) a transcript o f the 
county budget laws; (2) a code of the gov­
ernmental functions o f the counties; (3) a 
code o f the items o f expense ordinarily in ­
curred by the counties; (4) a specimen 
budget; (5) a specimen statement of appro­
priation accounts; and (6) a suggested form 
o f monthly forecast statement. In  addition it 
affords a uniform basis and guide to all the 
counties for the preparation and administra­
tion o f their budgets, and, o f course, i t  
serves as the medium for coordinating the ac­
counting and budgeting o f the counties.
The need for this manual arose from the 
fact that the old budget forms were very con­
fusing, as a consequence of which careful 
budget making was practically unknown in 
the counties. As a matter o f fact, only a part 
o f the counties had been making any efforts 
to make budgets, and only a few o f them 
ever looked at their budgets after they once 
were made.
There was a perceptible change in  the atti­
tude o f the county authorities toward the 
preparation and administration o f budgets as 
soon as this manual was released, and I am 
convinced that more complete detailed budgets 
were prepared fo r the year ending June 30,
1934, than ever were prepared before for any 
single year. I  am convinced also that w ith 
proper cooperation from the Commonwealth 
and the enactment of effective county budget 
laws, the making o f budgets and the adminis­
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tration o f county affairs on the basis thereof 
w ill become general as a matter o f course.
R e c o m m e n d a t i o n s  a n d  Su g g e s t io n s
From time to time during the course of 
my incumbency I made various observations, 
from  consideration o f which certain sugges­
tions and recommendations have occurred to 
me. I  submit these recommendations and sug­
gestions below for your consideration.
Extension o f  Policy o f  U n ifo rm  A ccount­
ing . Our experience w ith the uniform sys­
tem of accounting fo r the counties and ob­
servations that we have made from time to 
time in connection w ith the audits made of 
the accounts and records o f county clerks and 
state institutions have convinced us that there 
is a positive need fo r revision and unification 
o f the statutory systems used by the county 
clerks and the development of a basic system 
for the State institutions.
The W aring system prescribed by the 
statutes fo r the county clerks’ offices is no 
longer adequate, and there is a general demand 
fo r a revision thereof. My successor has made 
a special study o f the accounting requirements 
of the clerks’ offices and is prepared to sug­
gest a uniform system fo r the use o f these 
officers which, in my judgment, w ill be a con­
siderable improvement over the Waring sys­
tem. However, repeal of the statute prescrib­
ing the W aring system probably w ill be neces­
sary before a new system va nbe installed. Be­
sides, it  w ill be the better course to audit the 
accounts and records o f the county clerks first 
and install the new system later, upon the 
basis o f the results o f the audits.
I  understand that when the new accounting 
system of the Commonwealth was installed as 
one of the changes made pursuant to the Re­
organization Act o f 1927, the experts who 
installed it  fe lt that it was sufficiently inclu­
sive to obviate the necessity for the main­
tenance of complete systems of accounting by 
the state institutions. As a result o f this, the 
institutions generally do not have adequate 
accounting systems, and the accounting con­
trol between the comptroller’s office and the 
institutions is incomplete and otherwise un­
satisfactory.
The most satisfactory way to relieve this 
situation w ill be to devise a basic system 
which w ill be uniform in its fundamental as­
pects and flexible enough to meet the special 
requirements of the individual institutions. I  
have worked out and le ft w ith my successor 
a plan whereby this can be accomplished, and 
I  shall be more than happy to collaborate 
w ith him in any advisory capacity in making 
the specific applications thereof. In  my judg­
ment, the installation o f such a system in each 
institution, w ith appropriate control accounts 
to coordinate i t  w ith the accounts and records 
o f the Commonwealth in the comptroller’s 
office, is absolutely necessary. The accounting 
requirements of the institutions are too com­
plicated and voluminous to be met satisfac­
torily by a central system, installed in  the 
office of the comptroller. I don’t say that it 
can’t be done, but I  am satisfied that endless 
confusion would result i f  it  were attempted.
C ontro l o f County Indebtedness. The con­
stitution prevents the creation of indebtedness 
by a county except as a result of the vote of 
the citizens thereof. This applies to the crea­
tion of indebtedness generally, but apparently 
does not apply to the creation of indebtedness 
to the Literary Fund. As a matter of fact, it 
is a matter of record in  at least one county 
that the citizens o f the county voted down a 
bond issue for the construction o f a school, 
and the school board turned around and bor­
rowed the money from the Literary Fund and 
built the school anyhow. In  my judgment, 
the constitutional provision with respect to 
the creation of debt ought to apply to the 
borrowing of money from the Literary Fund 
as well as to the creation of debt generally.
I t  is realized, o f course, that there is some 
degree of control over creation of indebted­
ness to the Literary Fund by reason of the 
limitations of the fund itself. However, as 
pointed out in the case cited above, the con­
trol is not complete.
Reduction o f In terest Burden o f  Counties. 
The counties of the Commonwealth are pay­
ing out annually approximately $1,500,000 
interest on bonds. And as near as we can 
determine it, the average rate o f this interest 
is about 5%. This is a considerable burden, 
and one which, in my judgment, is susceptible 
to a considerable reduction by a very simple 
process, which I  hereby offer fo r your con­
sideration and that of the General Assembly:
I t  is suggested that the Commonwealth pur­
chase the outstanding bonds of the counties,
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raising the money necessary fo r this purpose 
by issuing its own bonds secured by the 
county bonds purchased. I t  is proposed that 
this be done by enlargement of the scope of 
the Literary Fund and the creation of another 
fund o f the same character, the enlarged L it­
erary Fund to be used for the purpose of 
carrying the school bonds purchased, and the 
new fund to be used for carrying the road 
and other bonds acquired.
It  is believed that under present conditions, 
at least, the Commonwealth could borrow the 
money necessary for this undertaking at an 
average rate of 3%. I f  this can be done, there 
would be a differential o f two points in the 
interest rate, which would amount to approxi­
mately $600,000 per annum, which saving it 
is proposed to pass on to the counties— sub­
ject, o f course, to the deduction of the cost 
of handling the funds.
I realize, o f course, that it  is contrary to 
the present fiscal policy of the Commonwealth 
to create long term indebtedness, and I  assure 
you that I am a hearty advocate of this policy. 
However, this proposal does not violate the 
pay-as-you-go plan, because i t  does not involve 
the creation o f indebtedness fo r the purpose 
of expenditure. On the contrary, the indebt­
edness is to be created fo r investment pur­
poses, so that its retirement would be effected 
not by tax levies, but by the liquidation of 
the county bonds owned. I t  seems to me that 
the possibility o f reducing the interest burdens 
of the counties by this means justifies serious 
consideration o f the plan, especially in view 
o f the fac t tha t there is a definite constitu­
tional control upon the creation of indebted­
ness by the counties, w ith the one exception 
noted in  the preceding recommendation, 
which exception, of course, can be removed 
easily.
I t  is not proposed, o f course, that this plan 
is to apply merely to the present indebtedness 
o f the counties. On the contrary, it is pro­
posed that the plan should be a continuing 
one— that is, that i f  and when i t  is adopted, 
the counties thereafter would not be permitted 
to issue bonds except through the funds set up 
to put the plan into operation. This would 
give a more positive control than we now 
have over the creation o f indebtedness by the 
counties, and make money available to the 
counties fo r  th e ir capital needs at the lowest 
rate obtainable. I t  probably would be well to
make this plan applicable to the incorporated 
towns of the Commonwealth as well as to the 
counties.
I t  would be necessary, o f course, for the 
Commonwealth to have the authority to com­
pel the laying o f sufficient levies by the coun­
ties to provide fo r the retirement of the 
county bonds owned by it. However, in this 
connection, since local revenues already are 
being supplemented by the Commonwealth 
for the administration of certain functions, 
and since there is a tendency to increase these 
supplements, it  would appear that the Com­
monwealth probably would be in a position 
to assure the payment of the county indebted­
ness owned by it  under this plan, just as it 
now protects the holders o f defaulted obliga­
tions of the counties by withholding State aid 
money.
Local G overnm ent Commission. I t  is more 
and more apparent as time goes on, that a 
permanent Local Government Commission, 
clothed w ith some authority over the adminis­
tration of the affairs o f the local governments, 
but set up primarily to assist the local govern­
ments in  the solution of their administrative 
problems, is necessary. I  think the fact that 
the Commonwealth is such a large contributor 
to the revenues o f the localities would justify 
this step. Furthermore, it  probably is neces­
sary from the standpoint o f the credit of the 
Commonwealth, because it  is highly improba­
ble that the Commonwealth can fa il to suffer 
eventually i f  the present financial situations 
o f some of the localities are not improved. 
Unless a way is found to clear up these bad 
situations, the localities that are in good shape 
are going to be affected first, and eventually 
the taint w ill spread to the Commonwealth.
These remarks pertain primarily to the 
counties, but it  is probable that the suggested 
Local Government Commission should have 
jurisdiction also over the incorporated towns. 
For the time being, at least, it  does not ap­
pear that it would be necessary for the scope 
of the authority o f the suggested Local Gov­
ernment Commission to extend to the cities.
W ith  a Local Government Commission 
such as that suggested, the localities should be 
required to file therewith copies o f their an­
nual budgets, monthly statements of receipts 
and expenditures and appropriation accounts, 
and monthly forecast statements; also applica­
tions for the creation of new indebtedness.
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And the commission should have an executive 
secretary whose duty it  would be to check 
these budgets, reports and applications, and 
submit the results thereof to the commission 
for review and action thereon.
This commission also should take over the 
duties now performed by the State Fee Com­
mission, and the latter commission should be 
abolished, not only because all duties w ith 
which the latter commission is charged would 
be a proper subject fo r the attention o f the 
Local Government Commission, but also be­
cause the commission charged w ith the re­
sponsibility o f fixing the expenses o f the local 
officers ought not to consist o f State officers; 
i t  should consist o f citizens who hold no 
other public office.
Compensation o f Local Officers. There is 
no sound reason why the local officers who 
are still on a fee basis o f compensation cannot 
be put on a salary basis. N or is there any 
reason why a definite schedule o f salaries for 
local officers cannot be worked out. The 
present salary basis for compensating the treas­
urers and commissioners o f revenue is grossly 
inequitable and should be corrected to a basis 
that w ill be more nearly consistent w ith  the 
amount o f work involved in the various offices 
and thus bring about some degree o f unifor­
mity on the compensation o f these officers. 
Furthermore, the Commonwealth should be 
given concurrent authority, through the Local 
Government Commission suggested above, 
with the boards of supervisors o f the county, 
to pass upon the salaries as well as the ex­
penses o f the local officers. And in the event 
o f dissatisfaction on the part o f any officer 
with the salary and/or expenses allowed to 
him  by the Local Government Commission 
and the board of supervisors, his appeal 
should be to a board o f arbitration consisting 
o f three citizens of the officer’s county—  
one member to be selected by the Local Gov­
ernment Commission, one by the board o f 
supervisors, and the th ird by the officer ag­
grieved.
One County A dm in is tra tive  Body. W ith  
the maintenance o f the secondary highways 
now being taken care of by the Commonwealth, 
it is difficult to see how it can be successfully 
argued that there is any necessity for a board 
of supervisors and a school board in  each 
county. In  my judgment, this is the height 
o f administrative luxury, and the counties
should be relieved of the unnecessary expense 
o f this excessive superstructure at the earliest 
possible moment. One board can handle the 
school and other affairs o f the average county 
and still not be overburdened w ith duties, 
provided they w ill see that the administrative 
officers of the county perform in a thorough 
manner the duties required o f them by the 
statutes. Even the admirable optional forms 
of county government which were authorized 
at the last session of the General Assembly 
are obsolete in  this respect, and should be 
amended.
C onso lidation o f County Functions. I t  is 
easy to understand why it  is difficult to make 
any progress w ith the proposal to reduce the 
number o f counties, but it  is very difficult to 
understand why the consolidation o f county 
functions has made so little  progress, espe­
cially in view o f the success that has been 
attained in the jo in t administration o f county 
homes, farms, and schools. There isn’t any 
doubt whatsoever but what considerable sav­
ings can be effected through the jo in t con­
finement and care o f prisoners. Leaving out 
o f consideration entirely the obvious savings 
available through the establishment and main­
tenance o f prison farms, it  is perfectly ap­
parent that the cost o f maintaining a large 
group of prisoners in  a concentration camp 
would be much smaller than the cost o f main­
taining several small groups o f prisoners in  
separate jails.
Then there is the question of public wel­
fare, not including the matter o f maintenance 
o f county homes and farms. W e understand 
that the State Department o f Public Welfare 
repeatedly has demonstrated the fact that this 
work can be done much more economically 
on a jo in t basis.
And so on down the line o f county func­
tions. There are opportunities fo r large sav­
ings in expenses, i f  only the counties w ill 
take advantage o f them.
Advertisem ent o f  County Budgets. We have 
a statute on the books which requires the ad­
vertisement o f county budgets. This is an 
admirable statute, but it  doesn’t go far 
enough. I t  should also require the publica­
tion monthly o f a summary statement o f the 
receipts and expenditures and o f the appro­
priation accounts o f the counties. Many of 
the controversies that have arisen lately be­
tween citizens and county authorities have
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been due to ignorance on the part o f the citi­
zens. The thing that has been lacking is a 
medium whereby the progress o f the affairs 
of the counties might be interpreted to the 
citizens. I t  is my opinion that this medium 
is to be found in  the development o f simple 
summaries of receipts and expenditures and 
appropriation accounts, whereby the citizens 
may determine readily how their money is be­
ing spent. This would be a very desirable 
supplement to the published budget estimates, 
and the whole thing should be concluded w ith 
enforced publication at the end o f each year 
o f a fu ll statement o f the receipts, expendi­
tures, and appropriation accounts.
Cooperation w ith  Security Dealers and 
H o lde rs  o f  County Bonds. We have observed 
with some misgivings that the county author­
ities generally have not been disposed to fu r­
nish information w ith respect to the financial 
affairs o f the counties when requested to 
do so by security dealers and holders of 
county bonds. This has had a very bad effect 
upon local investors. As a matter o f fact, un­
t i l recently there had not been any local in ­
terest in the bonds o f our counties for quite 
some time. Knowing that the bonds o f many 
o f the counties were excellent investments, 
we undertook to stimulate local interest in 
them by bringing them to the attention of 
the local dealers in  securities and supplying 
these dealers w ith  appropriate data for their 
guidance. As a result there is considerable 
local interest in the bonds o f the counties, 
and it  is believed that i f  the policy o f co­
operation is continued by the department the 
demand w ill grow. I t  is no credit to us that 
the principal market fo r the bonds o f the coun­
ties lies beyond the boundaries o f the Com­
monwealth. The suggested cooperation w ith 
security dealers and holders o f county bonds, 
o f course, would be a proper function o f the 
Local Government Commission i f  and when it  
is established.
B o rro w in g  M oney in  A n tic ip a tio n  o f  Reve­
nue and  D e b t Com m itm ents. Our statutes 
permitting boards o f supervisors and school 
boards to borrow temporarily in  anticipation 
o f revenue are very inadequate. There is no 
provision, so far as I  know, whereby a county 
may borrow temporarily in  anticipation o f 
revenue fo r the purpose o f paying an obliga­
tion maturing before taxes are collected, where
the payment o f the obligation is provided 
fo r by a special levy. For instance, a county 
having bonds maturing on September 1st and 
payable out o f a special levy either must have 
a surplus sufficient to meet this maturity, or 
it  cannot legally take care of it, although 
provision fo r the payment may have been 
made in the budget for the year in which 
the maturity falls. Our statutes should permit 
a county to borrow the amount of money 
necessary to take care o f such a situation, pro­
vided, o f course, adequate provision is made 
fo r it  in  the budget.
Then there is the situation which develops 
when improvements are undertaken. For in ­
stance, a school board desires to build a 
school and contracts for a construction loan. 
Ordinarily the proceeds o f such a loan are 
not available until the building is more than 
half finished. But the building must be started 
and work begun in  order to get it  half fin ­
ished and so make the construction loan avail­
able. There is no provision in the law where­
by the county may borrow in anticipation of 
the proceeds o f a construction loan, so there 
is no way that I  know o f whereby the county 
can legally finance the construction o f im ­
provements up to the time that the proceeds 
of a construction loan contracted for the pur­
pose thereof become available.
A b o lit io n  o f D is tr ic t Lines. I am o f the 
opinion that the division o f the counties into 
districts has been the cause o f more inefficiency 
and waste than any other factor in the ad­
ministration o f county affairs. W hile the p ri­
mary purpose of the assumption o f the main­
tenance of the secondary highways by the 
Commonwealth was to reduce the burden of 
county taxes, it  is a fact that this step also 
was prompted very largely by the conviction 
that the Commonwealth could discharge this 
function o f government at a smaller cost than 
the counties. There is no doubt that such 
waste as existed when the counties were main­
taining their roads was due very largely to 
the fact that the general policy o f the counties 
was to discharge this function on the district 
basis. I t  also is a fact that the principal mo­
tive behind the establishment of the unit basis 
o f school operations was largely economic. 
But when the counties were put on the unit 
basis fo r school operating purposes the situa­
tion was not entirely corrected, because the 
district basis fo r school construction and debt
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service was continued. As a result o f this, 
unnecessary expenditures fo r school construc­
tion have been substantial and the fu ll bene­
fits o f the establishment o f the counties on 
the unit basis for school operations have not 
been obtained.
A  typical illustration of this was brought 
to our attention recently. The school board 
o f one of the counties found that each of 
two districts o f their county needed a new 
school in order to take care of the children in 
those districts. However, after a careful sur­
vey they also found that the situation could 
be taken care of by making an addition to 
an existing school in  still a th ird district. 
A fter careful consideration the school board 
decided to take matters in their own hands 
and declare the county on the unit basis fo r all 
school purposes. There is some doubt whether 
the school board’s action in this case was w ith­
in the law, but there is no doubt whatsoever 
that this action was in  the interest o f the 
taxpayers. The only way I  know to stop the 
wastefulness of the present system is to put 
the counties on the unit basis fo r all pur­
poses except perhaps fo r the purpose o f rep­
resentation in the administrative bodies o f the 
counties, which consideration, o f course, does 
not directly involve the question o f fiscal op­
eration, which is the principal subject o f these 
recommendations.
The abolition o f the districts fo r all fiscal 
purposes would do away w ith the necessity 
fo r more than one levy and tremendously sim­
p lify  the fiscal operations o f the counties. 
Practically all the difficulties that are experi­
enced w ith the accounting fo r the counties 
emanate from the m ultiplicity o f levies that 
generally is necessary under the present plan 
o f administration. There are counties in  the 
Commonwealth which actually have more 
than forty separate funds. No wonder some 
o f the treasurers have had difficulty w ith  their 
account- and record-keeping! One levy for 
all purposes, and the appropriation there­
from of amounts to cover the requirements 
o f the several functions o f government would 
be far simyler, and it  is hoped that the time is 
not far distant when the unit levy w ill be used 
universally throughout the Commonwealth. 
I t  has been possible to establish this plan in 
a number of counties and we have accom­
plished a great deal in  this direction, but a 
change in the statutes is necessary before uni­
versal adoption o f i t  can be effected.
Lobby ing  Fees. Another source of loss to 
the counties is to be found in  the appropria­
tion and payment o f sums fo r lobbying ex­
penses by the county authorities. The case 
o f this kind which recently was reported by 
us and taken up by the press was not the only 
one that we ran across. There were others, 
and it  is little  short o f a disgrace to the Com­
monwealth that there is not a law on its 
statute books making the retention of a lobby­
ist by the administrative authorities of the 
county a criminal offense. Such employment 
is an insult to the General Assembly, and 
should be so declared by that body and made 
the subject o f criminal prosecution.
Investm ent o f  County Road and School 
D e b t S ink ing  F und  M oney. Our statutes per­
m it the investment o f road debt sinking fund 
money in first mortgage bonds, or the deposit 
thereof in  special accounts. There is no pro­
vision in  the statutes fo r the investment of 
school debt sinking fund money. There are 
three deficiencies here: first, the restriction 
o f the investment of road debt sinking fund 
money to first mortgage bonds; second, the 
failure to require road debt sinking fund 
money to be secured when deposited in spe­
cial accounts; and third, the absence of any 
provision at all fo r the investment o f school 
debt sinking fund money.
The restriction w ith respect to the invest­
ment of road debt sinking fund money is un­
fortunate. This money should not be in ­
vested in  any but securities of the highest 
grade. Many sinking funds are frozen, either 
in whole or in part, as a result o f the present 
restrictive provisions o f the statutes, and the 
need fo r a broader and stronger statute is a 
pressing one.
The existing statute should be revised 
further, so as to provide that when road debt 
sinking fund money is taken out o f the hands 
o f the county treasurers and deposited in spe­
cial accounts it  should be protected in the 
same manner that i t  would be i f  it  were in 
the hands o f the treasurers. Substantial losses 
have been suffered as a result o f the weakness 
in  the present statute.
The same provision should be made w ith 
respect to the investment of school debt sink­
ing fund money as is made w ith respect to the 
road debt sinking fund money. The situation 
in each case is the same and there is no rea­
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son why the same provisions should not ap­
ply in  both cases.
In  connection w ith the question o f sinking 
ing funds, however, I  entertain considerable 
doubt whether it  is wise for a county to issue 
long term bonds. A ll risk o f sinking fund 
losses can be avoided, and as a rule interest 
can be saved, by issuing bonds payable in an­
nual installments. Besides, I  understand that 
security dealers generally favor bonds payable 
in  this manner rather than long term bonds. 
In  my judgment, the present situation is a 
very strong argument in  favor of the issu­
ance o f bonds requiring annual curtailment 
o f principal as against bonds payable in  a 
lump sum at the end o f a long term. And I 
am strongly inclined toward the opinion that 
it might be desirable to prohibit the issuance 
o f long term bonds entirely.
County B udget Laws. As they now stand, 
our county budget laws are grossly weak and 
ineffective in  many respects. To be specific, 
they haven’t any teeth in  them. And I  do not 
believe that the administration o f the fiscal 
affairs of the counties upon the basis o f care­
fu lly  prepared budgets can be fu lly  accom­
plished until our statutes are revised so as not 
only to require the preparation o f budgets, 
but also the administration of the fiscal af­
fairs o f the counties strictly in  accordance 
therewith.
Report on the Com parative Cost o f  Local 
G overnm ent. The Report on the Comparative 
Cost o f Local Government, which the Auditor 
o f Public Accounts publishes annually, is per­
haps one o f the most sought after documents 
that the Commonwealth distributes. How­
ever, it  is not complete, in that it does not 
include any data whatsoever w ith  respect to 
the incorporated towns o f the Commonwealth. 
I t  is recommended that the statute which re­
quires the compilation o f this report be re­
vised so as to provide for the inclusion of 
data w ith respect to the incorporated towns, 
so that the report w ill show the entire cost 
o f local government in the Commonwealth.
Incidentally, we are about to issue this re­
port fo r the year ended June 30, 1931. I t  
has been somewhat delayed on account o f the 
difficulties encountered in  making the audits 
fo r the year ended June 30, 1931, and be­
cause o f certain changes which we fe lt should 
be made in it  in  order to reduce the size of 
it  and at the same time exhibit the required
data in  a more convenient form.
Extension o f  D u ties  o f  the A u d ito r  o f 
P ub lic  Accounts. The volume of auditing 
which the Commonwealth is required to do 
probably exceeds the combined volume of 
that o f all the public accountants and auditors 
in the Commonwealth. In  other words, the 
Commonwealth itself is perhaps the largest 
public accounting and auditing agency in the 
Commonwealth. I t  not only admits the accounts 
and records of its own departments, institu­
tions and other agencies, but also those o f the 
counties, clerks of the courts, and other local 
officers, and those o f banks, insurance com­
panies, o il companies, and public utilities as 
well. In  addition to this, the Tax Depart­
ment does a very considerable amount o f aud­
iting o f the accounts and records of individ­
uals, firms, and corporations in connection 
with its checking o f income and other tax 
returns. The Commonwealth, then, is in  the 
accounting and auditing business on a very 
large scale. But as you are aware, this busi­
ness is divided up between several depart­
ments; namely, the Auditor o f Public Ac­
counts, the Banking Department of the State 
Corporation Commission, the Insurance De­
partment o f the State Corporation Commis­
sion, the Utilities Department o f the State 
Corporation Commission, the State Tax Com­
mission, and the Division o f Motor Vehicles.
Assuming that the Commonwealth is jus­
tified in thus being in competition w ith p ri­
vate business, all the auditing of the Com­
monwealth, w ith the exception of that done 
by the Tax Commission, in  my judgment, 
should be concentrated in one department un­
der the Auditor o f Public Accounts. There 
are many reasons why this should be done, 
the principal one being, o f course, that all 
activities o f the same character should be un­
der one head. I t  is especially desirable in this 
case because accounting and auditing are 
highly technical activities, and it is hardly 
possible to attain uniform standards o f pro­
cedure w ith these activities divided between 
several departments. There is no doubt about 
the fact that the creation of a strong depart­
ment under a skilled technician would en­
hance the dignity and even the integrity of 
the audits made by the Commonwealth, be­
cause these activities thus organized would 
attract highly skilled technicians in the field 
of accounting, auditing, and business admin­
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istration. This is by no means a novel sug­
gestion; it  is being followed in  several states 
w ith  considerable success, and it  is earnestly 
recommended to your consideration.
A u d it in g  o f  Accounts and Records o f 
Counties by P ub lic  Accountants and A ud ito rs . 
The Auditor o f Public Accounts is confronted 
w ith a very practical problem in the auditing 
o f the accounts and records of the Common­
wealth and its counties. The maximum value 
is obtained from an audit when it  is made 
and the report thereon delivered promptly 
after the end o f the period fo r which the 
audit is made. I t  is not possible for the 
Auditor o f Public Accounts to complete the 
auditing o f the accounts and records of the 
Commonwealth and its counties and get out 
his reports thereon w ith in  a reasonable time 
after the end o f each fiscal year. As a matter 
o f fact, in order to be in a position to offer 
continuous employment to his staff, he has to 
take a year to make his annual audits. Con­
sequently many o f his audits are not made 
and the reports thereon delivered for a year 
after the periods covered thereby have ended. 
This matter has given us a considerable 
amount o f concern, and there seems to be 
only one solution to it, namely, to permit the 
public accountants and auditors o f the Com­
monwealth to make the county audits. This, 
o f course, should not be done except under 
the supervision o f and in  accordance w ith 
specifications as to auditing procedures and 
report forms laid down by the Auditor o f 
Public Accounts. I  th ink also that i f  this 
were done the auditor would be justified in 
setting up a sort o f civil service requirement 
and extending the right to make county audits 
only to those public accountants and auditors 
who meet these requirements. Because o f my 
identification w ith the public accounting and 
auditing profession, I  offer this suggestion 
with considerable reluctance. However, I 
should be disloyal to my convictions were I 
to fa il to offer it, because I  am thoroughly 
convinced that it  is the proper thing to do in 
order to make the department as effective as 
i t  should be. So I  dare make this suggestion, 
even at the risk o f having my motive mis­
understood.
I  feel satisfied that since this work comes 
in  the late summer and early fa ll, the public 
accountants and auditors o f the Common­
wealth probably would be disposed to contract 
fo r i t  on a lower basis than their regular 
charges, and thus make their services avail­
able at a very little  b it higher cost than that 
that o f the Auditor o f Public Accounts. I t  
unquestionably would result in  the comple­
tion and delivery of reports on all county aud­
its w ith in  three or four months after the 
end of each fiscal year, and thus enable the 
Auditor o f Public Accounts to get out his 
Report on the Comparative Cost of Local 
Government w ithin six months after the end 
o f each year. In  the meantime, the Auditor 
o f Public Accounts would be free to use his 
staff for the auditing and certification of the 
accounts and records o f the Comptroller and 
Treasurer o f the Commonwealth promptly 
after the end o f each year, and during the 
balance o f the year occupy himself w ith the 
auditing o f the accounts and records of the 
other departments, institutions, and agencies 
o f the Commonwealth. I  th ink there already 
is sufficient authority in  the law to adopt this 
policy, and I  recommend it  to your considera­
tion and that o f the Auditor o f Public Ac­
counts and the General Assembly, fo r the rea­
sons stated.
The Salary Scale o f  the A u d ito r 's  Office. 
The salary scale o f the Auditor's office, espe­
cially fo r the field auditing staff, is away be­
low what it  should be. This situation is made 
all the worse by the fact that field auditors 
of no greater training, experience, and skill 
employed in other departments o f the Com­
monwealth are paid all the way to 50% 
more than the highest paid men in  the Aud­
itor’s office. The Commonwealth can get by 
with this in times like these, but i t  cannot ex­
pect to command indefinitely the services of the 
high type o f men required in the Auditor’s 
office at the salaries now being paid. Unless 
the scale is increased, the department w ill 
have to content itself w ith mediocre examiners 
when conditions improve. This is said, of 
course, w ith  fu ll appreciation o f present con­
ditions and without overlooking the fact that 
the organization o f the office of the Auditor 
o f Public Accounts on its present basis has 
afforded employment to a number o f men who 
otherwise might not have been able to find 
employment. On the other hand the Com­
monwealth cannot expect to keep these men 
at depression wages, especially when em­
ployees o f the same grade in  other depart­
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ments of the Commonwealth are being paid 
50% more.
C o n c l u s i o n
In  conclusion I  would assure you of my 
appreciation of the cooperation which I  have 
received from you, the members of the Gen­
eral Assembly— especially the Auditing Com­
mittee thereof —  and my fellow State officers. 
The manner in  which you have supported the 
policies followed by me during my incum­
bency has been a source of encouragement 
not only to me but also to the employees of 
the department. And the cooperative attitude 
of the members o f the General Assembly—  
especially the Auditing Committee thereof—  
and the other officers of the Commonwealth, 
has been a source o f much assistance and 
comfort to us.
I  desire to say also that I leave office under 
a considerable debt o f gratitude to many of 
the treasurers and other officers o f the coun­
ties. These gentlemen gave us many valuable 
suggestions, and their cooperation generally 
entitles them to a large portion of the credit 
fo r whatever we have accomplished.
Finally, I  come to the expression of my 
appreciation of the fine qualities of the em­
ployees o f the department. Even under ordi­
nary conditions the circumstances o f employ­
ment in the department are often trying, and 
during my incumbency they were especially so 
because of the pressure under which we lab­
ored and the many difficult and often unpleas­
ant situations which we encountered. N ot­
withstanding this, we enjoyed at all times an 
esprit de corps and a degree of efficiency and 
loyalty without which our task might have 
been a very difficult one. I  am very happy to 
be able to record that never in my experience 
have I  had the pleasure of serving w ith  a finer 
personnel.
I  hesitate to single out any particular em­
ployee or group of employees, but I should 
be ungrateful did I  not mention particularly 
the exceptional services o f the field auditors. 
The circumstances o f the employment of these 
gentlemen are exceptionally trying at times. 
They are away from their homes practically 
all the time, and as you know, the accommo­
dations w ith which they are provided fre­
quently are not as convenient and comfort­
able as they enjoy at home. Nevertheless 
they at all times went about their work with 
enthusiasm and cheerful spirits, which fact
no doubt is to be accounted fo r largely by the 
fine spirit w ith which their families accepted 
the added responsibilities consequent upon 
their absence from their homes. Upon the 
field auditors falls very largely the burden 
of representing the department and the Com­
monwealth before the county authorities, and 
I  believe it  cannot be gainsaid that the man­
ner in which they discharged this particular 
responsibility was o f particularly high order. 
In  my judgment, these men and their families 
deserve a special degree of appreciation from 
the people o f V irgin ia for the loyalty and 
devotion to duty displayed by them under 
the difficult circumstances o f their lives and 
employment.
I  leave now to return to private life, and 
I extend to you, and through you to the 
members o f the General Assembly, the offi­
cers, employees, and other citizens o f the 
Commonwealth, my appreciation o f the op­
portunity for service which you were pleased 
to afford me.
Very respectfully yours,
(Signed) T. C o l e m a n  A n d r e w s ,
A u d ito r  o f Pub lic Accounts.
Talking Shop
( C on tinued fr o m  pa ge 6 6 8 )
Reference is hereby made to the July and 
November numbers o f nineteen twenty-nine 
(hope you readers have found that index as 
handy as we have). The General Motors Ac­
counting Corporation has q u it!
One of our friends, who may be only kidding 
us, insists that there is no better place than 
this Shop to get long range information about 
the future. He points out our reference to the 
five-day week in  July, 1930, and to the ideal 
perdiem’s as expressed by the K id  in April,
1932. A ll before the "New Deal”  was shuf­
fled. On second thought he is kidding us; but 
thanks anyhow.
No topic has been more strictly barred from 
this department than religion, for fear of un­
friendly comment. But every rule has an ex­
ception, and we think we have one here. Who 
is the patron saint o f accountants ? Is there one, 
at all ? I f  not we wish to nominate St. Thomas, 
for i f  any profession is more required to doubt 
everything and see before believing it  is ours. 
(John 20:24).
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 Questions and Answers Department
 E d ito r ,  W . T. S u n le y , C.P.A ., Educational Director
 International Accountants Society, Inc.
Solution of problem 1 of May, 1933, ex­
amination questions, published on page 491 
of August, 1933, issue.
In solving this problem, it is at once evi­
dent that the 1932 State and federal taxes of 
$ 1,500 and $4,500 respectively are not correct 




N et Profit per books......................... $45,343.51 $45,343.51 $45,343.51
Add:
1932 State ta x ................................. 1 ,500.00 1 ,500.00 1,500.00
1932 Federal ta x .........................  4 ,500 .00  4 ,500 .00  4 ,500 .00
Bad debts provision....................  3 ,000.00
Less: $54,343.51 $5 1 ,3 4 3 .51 $51,343.51
1931 State ta x ..................$2 ,500
1931 Federal tax ............. 5 ,000
Bad debts charged-off. . 2 ,000 9 ,500 .00
$44,843.51
Less— Additional depreciation.. .  500.00
Less: $50,843.51
State tax (S) ...................................... S S
Federal Tax ( F ) ................................. F
Bonus (B ) ...................................  B B
Amounts Subject to .......................$ 44 ,843 .51— B $50 ,843.51— S— B $51 ,343 .51— S— F
Since the amounts of the State tax and the federal tax are deductible in calculating the 
bonus, we may first determine quantities expressive of these two taxes. These expressions 
follow:
Ca l c u la t io n s  o f  St a t e  T a x
$1,000 @ 1% $10 
1,000 @ 2% 20
1,000 @  3%  30
1,000 @ 4 %  40
1,000 @ 5 %  50
Balance $39 ,843 .51— B @  6%  $2,390.61— .06B
(1) Total State Tax (S) = $2,540.61— .06B
ducted from the net profit. W e must, there­
fore, add these amounts back to the book 
profit and make the other adjustments required 
by the problem before determining the taxes 
or the bonus.
The detailed calculation of the amounts sub­
ject to the State tax, federal tax, and bonus is:
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C a l c u l a t io n s  o f  F e d e r a l  T a x
Amount Subject to Federal Tax $50,843.51— S— B
(2) Federal Tax ( F ) =  13¾% thereof=  $6,990.98— .1375— S—. 1375— B
Having determined the foregoing expressions, we may use them in setting up an 
equation fo r the purpose o f computing the amount of the bonus. This, we may do in 
this way:
C a l c u l a t io n  o f  B o n u s
(3) =  $51,343.51— S— F 
B  3
(4) $51,343.51— ($2,540.61— .06B)— [$6,990.98— .1375 ($2,540.61— .06B) — .1375B]B=  3
(Substituting in (3) the values of S and F as expressed in  (1) and (2 )— Note the 
value of S as expressed in (1) is shown as part o f the second parenthetical expression.)
(5) =  $51,343.51— $2,540.61+.06B— $6,990.98+349.33— .00825B+ .1375B 
B  3  
(Removing parentheses in  (4 ) .)
(6) 3B=$42,161.25 +  .18925B
(Simplifying (5 ) .)
(7) 3B— .18925B=$42,161.25
(Transposing (6 ) .)
(8) 2.81075B=$42,161.25
$42,161.25 
B = 2.81075 or 5,000 (Bonus)
P r o o f  
St a t e  T a x
(9) S=$2,540.61— .06B (See (1 ) .)
(10) S=$2,540.61— $900 or $1,640.61 (State tax)
F e d e r a l  T a x
(11) F=$6,990.98— .1375S— .1375B (See (2 ) .)
(12) F=$6,990.98— $225.58— $2,062.50 or $4,702.90 (Federal tax)
B o n u s
Net profit per books.................................................................. $45,343.51
A d d :
Incorrect 1932 State ta x . ....................................................... $1,500.00
Incorrect 1932 Federal tax.....................................................  4,500.00 6,000.00
$51,343.51
D educt:
Correct 1932 State tax........................................................... $1,640.61
Correct 1932 Federal tax.......................................................  4,702.90 6,343.51
Amount subject to bonus.......................................................  $45,000.00
Bonus, 1/3 o f $45,000 .......................................................................  $15,000.00
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(a)  Differentiate between motive and consideration.
( b) Differentiate between good and valuable consideration.
Question 2:
W hat is the effect of an inadequate consideration for a contract ?
Question 3:
A. & B. enter into a lease for a term, of years with a clause in said lease 
providing for a renewal, without saying for what time and at what rent. At 
the end of the lease, B., the lessee, makes demand on A., the lessor, for a 
renewal of the lease. Can this contract be enforced ?
Question 4:
Plaintiff delivers to the defendant a quantity of silk to be dyed, and when 
it was returned, it was found to be badly and unskilfully done. Plaintiff brought 
an action for the defective workmanship. The defense was that when the silk 
was delivered back to plaintiff, it was accompanied by a bill of charges on which 
was printed the notice, "all claims for deficiency or damages must be made 
within three days from date, otherwise not allowed,” that plaintiff knew of 
such notice but made no claim within time; and that by accepting the goods, 
knowing of the notice, defendant claimed a contract was created on the terms 
of the notice. Is defendant’s contention proper?
Question 5:
A, administrator of X , sold land to B under the belief that the adminis­
trator held a fee, both being of that opinion, whereas the administrator held 
nothing but an equity of redemption. Can this contract be enforced against the 
purchaser ?
*The Service of Examination questions conducted by The American Society furnishes practi­
cally twice as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The questions in Commercial Law and Economics follow.
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SALES
Question 1:
Define ( a ) sale, ( b )  conditional sale, ( c )  chattel m ortgage.
Question 2 :
( a )  Define stoppage in transitu. ( b )  H ow  may the right be exercised?
Question 3:
W h a t are the implied warranties in sale by sample ?
Question 4 :
John D oe sends certain furniture chattels to the X  Company, engaged in 
the furniture business, to be exposed for sale in the X  Company’s sales rooms 
where other similar articles belonging to the X  Company are offered for sale. 
There is nothing on the articles belonging  to John D oe to indicate any limitation  
on the right o f the X  Company to sell, and no public record affording con­
structive notice o f any lien or title in John D oe. T he X  Company, without 
permission from  John D oe, sells the property to Richard Roe. M ay Richard  
R oe retain the chattels as against the rights to John D oe ?
Question 5:
A fraudulently induces X  to sell him certain chattels. A  sells the chattels 
to B  in consideration o f a pre-existing debt. X  desires to reclaim  the chattels 
because of the fraud o f A . Can he succeed in retaking the property from  B ?
Question 6 :
Give the distinction between delivery "on  sale or return” and "consign­
ment for sale.”
C O R P O R A T IO N S
Question 1:
W h a t is the trust fund doctrine as applied to the capital o f a corporation  
represented by its capital stock ?
Question 2 :
A  corporation is authorized to issue capital stock o f a par value of 
$ 1 2 5 ,0 0 0 .0 0 . Finding itself in difficulty, it issues additional stock above its 
authorization in the sum o f $ 2 5 ,0 0 0 .0 0 , on which a partial payment has been 
made. A  receiver for the corporation having been appointed and the assets 
being insufficient to m eet the claims of creditors, suit is instituted by the receiver 
against the new stockholders for the unpaid part o f the capital stock. Can 
the receiver succeed?
Question 3:
W h a t are right rights o f a specific legatee o f corporate stock as to divi­
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dends declared before and after the testator’s death?
Question 4 :
Define ( a )  corporation, ( b )  ultravires, ( c )  dividends as confined to cor­
poration, ( d )  certificate o f stock.
Question 5:
W h a t is the distinction between D e Jure and D e Facto corporations?
P A R T N E R S H IP
Question 1:
A  is a limited partner in X .Y .Z . On July 1, 1932, he withdraws as a 
partner, his capital being returned to him. A t that time the partnership is 
solvent. On September 1, a receiver is appointed for the partnership which 
has become insolvent. A t that time, there are a number o f creditors who were 
such at the time of the withdrawal o f the limited partner. W h a t is the liability 
of the limited partner with respect to these creditors ?
Question 2 :
W h a t is the extent o f the property rights o f a partner and the nature of  
the partner’s right in specific partnership property?
Question 3:
Give the distinction between dissolution, termination and winding up o f a 
partnership ?
Question 4 :
A . & B. are partners and agree to contribute capital o f $ 8 ,0 0 0 .0 0 , divided 
equally between them. T he partnership is in need o f additional funds and B. 
advances the necessary money without an agreement among the partners as to 
interest. Is B. entitled to interest on his money in an accounting between the 
partners ?
Question 5:
Define (a )  partnership, ( b )  general partners, ( c )  ostensible partners,
( d )  nominal partners, ( e )  secret partners, ( f ) silent partners, (g )  dorm ant 
partners, ( h )  special partners.
N E G O T IA B L E  IN S T R U M E N T S
Question 1:
John D oe, indebted to Richard R oe in the sum o f $ 5 0 0 .0 0 , is adjudicated a 
bankrupt and receives his discharge. Subsequently, at the behest o f Richard  
Roe, John D oe executes a new note in favor o f the said Richard Roe. Should 
Richard R oe succeed in a suit for the collection o f the note?
Question 2 :
(a )  D oes a provision in a note for the giving of additional collateral
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destroy its negotiability?
( b )  D oes a provision in a note for giving collateral in the future prevent 
negotiability ?
Question 3 :
( a )  W h a t are the requirements o f a negotiable instrument ?
( b )  Is the negotiability o f a note destroyed that contains a provision pro­
viding that the note should be payable with cost o f collection or attorney’s fee  
in case payment shall not be made at maturity ?
Question 4 :
( a )  Differentiate between special indorsement and indorsement in blank.
( b )  Define restrictive indorsem ent; ( c )  qualified indorsement.
Question 5:
A  negotiable note on which a corporation is an accom odation endorser 
finds its way into the hands o f a holder in due course. A fter maturity, the note  
remaining unpaid is purchased by A . W h a t defenses has the corporation  
against A  in a suit on the note?
W IL L S
Question 1:
Give the distinction between distribution Per Stirpes and Per Capita.
Question 2 :
Define ( a )  last will and testament, (b )  testator, ( c )  divisor, (d )  devisee,
( e )  legatee.
Question 3 :
Define ( a )  joint and mutual wills, ( b )  contingent wills, ( c )  holographic 
wills, ( d ) nuncupative wills.
Question 4 :
(a )  W h a t is a codicil ?
( b ) W h a t is the effect o f the alteration o f a will by a stranger?
B A N K R U P T C Y
Question 1 :
W h a t additional rights are lessors given by the new amendment to the 
bankruptcy act in cases o f compositions by individuals ?
Question 2 :
( a)  W h a t is the time limit within which claims must be proved in 
bankruptcy ?
( b )  W h ich  has priority o f payment in bankruptcy: current wages due
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employees or federal taxes due to the United States G overnm ent?
Question 3:
T he X  Company issues its check on the N ational Bank & Trust Co., to 
John D oe, an employee, for wages earned. John D oe negotiates said check to 
the W holesale G rocery Co. for cash, but before the check is cleared, the X  
Company is declared bankrupt. W h a t preference, if any, is the W holesale  
G rocery Co. entitled to, in the bankruptcy proceedings, as a holder of the check?
IN C O M E T A X
Question 1:
W h at, briefly, is the law with respect to the taxability of losses on 
corporate stocks and bonds held for less than two years, in the return of an 
individual ?
Question 2 :
A re losses on the sale o f municipal bonds held less than two years 
deductible on the return of an individual ?
A G E N C Y
Question 1:
A , gratuitously, undertakes to purchase certain property for his friend, B. 
W ithout disclosing the facts to B , A  purchased the property for himself and 
resold it to B at an advanced price. Can B recover from  A  the secret profit 
m ade by him ?
Question 2 :
A , an infant, is appointed by X  to sell certain chattels. Can X  disaffirm 
the sale on the ground that his agent, A , is an infant ?
Question 3:
Define: (a )  agency, ( b )  principal, ( c )  agent.
Economics and Public Finance
Question 1:
Define ( a )  value, ( b )  utility, ( c )  price, ( d )  wealth, ( e )  money.
Question 2 :
One of the bills before Congress, intended to decrease unemployment, pro­
vides that except in industries involving perishable products including food and  
milk, five days o f six hours each shall constitute a work-week. Outline the prob­
able effects of such a measure on present economic conditions.
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Question 3:
One o f the serious difficulties confronting the Am erican farm er is occa­
sioned by interest charges on m ortgages given when crop prices w ere higher than 
at present. W h a t will be the whole economic effect o f a proposed bill under 
which the Federal Government is asked to refinance the farm er’s m ortgage debt 
at a lower rate of interest ?
Question 4 :
Reconcile the demand that the Government sponsor legislation which will 
provide m ore employment, with an equally insistent demand that the Govern­
ment lessen its own expenditures so as to lighten the tax  burden.
Question 5:
Distinguish between and illustrate the processes of Induction and D e­
duction.
Question 6 :
In an effort to assist the farm er, it is proposed in one bill before Congress 
to raise the prices of farm  products, which would necessarily increase the cost of  
living for all classes. In view o f the inability on the part o f large numbers to 
support themselves under present price conditions, would not raising the price 
level o f farm  products practically amount to levying a tax on those who utilized 
these products for and on behalf of the farm er ?
Question 7 :
W h a t is the economic effect resulting from  such a pyramiding of corporate  
relationships as was brought out in the investigations o f the Insull case ?
Question 8 :
Explain the three factors involved in determining labor costs.
Question 9 :
Departm ent of Labor statistics show an increase in expenditure in the most 
im portant w elfare activities in cities o f over 50 ,000  population, o f from  31 mil­
lions in 1929, 49  millions in 1930, 100 millions in 1931 to 175 millions in 1932. 
T he total national relief bill o f all public and private agencies was over a billion 
dollars in 1932. H ow  may this economic burden be lessened ?
Question 10:
D r. M oulton, President o f Brookings Institution, in T h e  American Trans­
portation Problem,  says, "A t present price levels the utilization o f original costs 
as a basis for rate making m ight result in prices substantially higher than if the 
reproduction cost principle w ere employed.” Discuss that statement.
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Question 11:
Explain the capitalistic system as followed in Am erica, and com pare it 
with the economic plans sponsored by the Russian Government.
Question 12 :
Give reasons for and against the Federal G overnment establishing a na­
tional banking system under which deposits would be guaranteed, or "insured” 
as proposed by some.
Question 13:
Explain the law o f diminishing returns.
Question 14:
One provision o f the Securities A ct, as introduced, made directors personally 
liable for incorrect statements m ade in the application for registration on the 
theory that buyers o f securities would depend on such statements and the officers 
should be held liable for damages even though the incorrect statements were 
made in the best faith. T h at provision raised the question as to whether ex­
perienced persons could be persuaded to accept directorships on a board where 
financing or refinancing m ight be necessary and might, therefore, result in secur­
ing a weakened type o f m anagement o f these corporations rather than strength­
ening the management.
Question 15 :
W h a t is the economic effect o f price cutting when price cutting is practiced  
even to the extent o f selling below cost?
Securities A ct
( C on tinued  f ro m  page 664) 
call and the need of the government. Mr. 
Staub, our president, spent days— not o f N.R. 
A. length, but 16 to 18 hours— during the heat 
o f the summer in working w ith the Commis­
sion’s staff; quite a number o f us le ft much 
more comfortable places in response to the 
mandate of Secretary Springer o f The Ameri­
can Society o f Certified Public Accountants, to 
cooperate in  a labor of love at the office o f 
the Commission; others responded similarly 
to the call from the American Institute of 
Accountants. Commissioner Landis can not 
find among accountants those to whom he 
referred as fulminators against the Act. I  be­
lieve that I speak by the book when I  say 
that professional accountants hailed w ith de­
ligh t the proposal to create a national Securi­
ties Act; in  principle, they are in  accord w ith 
all other decent fo lk  who recognize the need 
o f the most complete protection to investors. 
Notwithstanding, they realize that they w ill 
be most helpful to the good cause i f  they voice 
constructive criticism of the Act and its ad­
ministration. They realize that such criticism 
is necessary in  order to make the Act really 
effective, and they are happy at this opportun­
ity to exchange views and they assure their 
guest that they stand ready in  every possible 
way to continue to assist the Federal Trade 
Commission in its essentially necessary task of 
making it possible for American business to 
finance its needs, while at the same time mak­
ing it  increasingly safe for investors to meet 
such needs.
1933 THE CERTIFIED PUBLIC ACCOUNTANT 699
New England and New York 
Accountants
T HE Secretary has just returned from ten 
days spent in New England and New 
York. The trip  was scheduled so as to fit into 
the regular meetings of the State societies in 
Massachusetts and New York. The necessity o f 
changing the regular meeting date o f the 
Massachusetts Society did not afford him the 
privilege o f meeting w ith that group on 
October 23rd as had been planned.
Leaving Washington the evening of Oc­
tober 23rd, he reached Providence about half- 
past five the next morning in the midst o f a 
rain storm which continued until he le ft there 
at half-past ten that evening. This year 
Spencer H. Over occupies dual positions as 
president o f the Rhode Island Society of Cer­
tified Public Accountants and president o f the 
Providence Chapter o f the National Associa­
tion of Cost Accountants. Arrangements had 
been made to meet the certified men at five 
o’clock in the afternoon at the Biltmore Hotel, 
fo llow ing which there was a dinner and meet­
ing attended by members o f the two organiza­
tions. W inthrop L. Carter, President o f the 
Nashua Gum & Paper Company, Nashua, 
New Hampshire, spoke on "Reorganizing a 
Business fo r Profit Under New Conditions,”  
and the Secretary spoke on "Recent Federal 
Laws Affecting Accountancy.”  M r. Carter 
made a very helpful presentation. He brought 
out very clearly the distinction between the 
necessity for what is usually termed "uniform 
cost accounting”  and the more essential item 
o f "cost accounting utilization.”
In  the morning the Secretary went over to 
New Bedford, Massachusetts, returning to 
Providence in the afternoon, and had an op­
portunity of meeting the New Bedford ac­
countants who happened to be in, no previous 
notice having been given. As indicating a 
little  increase in money circulation, one of 
them reported that fo r the first time in two 
years the previous month had shown the three 
theaters which he had as clients, in the black 
fo r the same month. During that period from 
time to time one, and occasionally two, had 
been in the black, i f  they had shown unusually 
strong film  productions, but this was a new
record.
Wednesday morning, the bus trip  from 
Boston to Portland, Maine, revealed nature 
in its brightest hues intermingled w ith the 
evergreens, presenting a very colorful con­
tinuous picture. Maine had evidently been 
harder h it by bank difficulties than any other 
o f the New England states and that naturally 
had its effect on all other lines o f business 
activity. President M ille tt was confined to the 
house, having been suffering w ith an attack of 
flu. Chester A. Jordan, the State representa­
tive, had been asked by him to preside at the 
meeting as both the Vice-President and Sec­
retary of the Maine Society were out o f the 
State. The largest number o f accountants 
which the Secretary has ever seen together in 
Maine was present at the dinner at the East­
land, follow ing which he endeavored to point 
out the distinction between the effect o f the 
Securities Act and o f the N.R.A. on the in ­
dependent accounting practitioner. The first 
act had assigned liabilities to him greater 
than any previous act but at the same time 
had placed him in a position where he could 
fo r the first time, by reason of those liabilities, 
determine what the scope of his audit would 
be and had literally thrust him into a position 
of independence. N.R.A., on the other hand, 
which is designed to classify all industry and 
trade into groups, inaugurated plans under 
which the cooperation of accountants w ith 
each other and w ith units of industry w ithin 
those several groups is absolutely essential. 
From that angle the accountant must not only 
advise his client w ith reference to a particular 
unit but keep in  mind the relation o f his 
client’s unit to the other units of that particu­
lar group covered by a definite code. Things 
look bright fo r the development o f a more 
effective State organization than Maine has 
ever heretofore possessed.
Thursday morning the Secretary, by u tiliz ­
ing three different divisions of the B. &  M. 
Railroad, was able to get from Portland to 
Manchester. H. B. Haskell, Secretary of the 
New Hampshire Society, took him over to 
Concord, the capitol, where he had a very
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pleasant interview with Bank Commissioner 
W illard  D. Rand, who is charged w ith the 
responsibilities in New Hampshire usually 
conferred on State boards of accountancy. Mr. 
Rand understands the problems of the pro­
fession and is in hearty sympathy w ith the 
aims o f the accountancy practitioner.
A t noon the accountants in Southern New 
Hampshire came together at the Rice-Varick 
Hotel, in Manchester, for a luncheon and 
afternoon session. The president o f the So­
ciety, Archie M. Peisch, from Hanover, was 
present and the group was the largest which 
the Secretary has seen in New Hampshire at 
any one meeting. I t  was agreed to hold the 
next New Hampshire meeting the morning 
o f November 18 at Hanover and watch the 
football game in the afternoon.
Friday morning the Secretary visited Messrs. 
Edgerton, Treasurer of Dartmouth, and Gray, 
Dean of the Tuck School. He found each o f 
them interested in any plans looking towards 
the furtherance o f the certified public account­
ant in that State.
Leaving New Hampshire Friday noon, the 
first stop in Vermont was made at Montpelier. 
The certified public accountants in  Vermont 
are largely centered in three distinct sections: 
Montpelier, Barre, and St. Johnsbury form 
one group; Burlington and St. Albans another; 
and Bennington and Brattleboro the third. 
The recent vacancy on the State Board, oc­
casioned by the death of Francis Derby, has 
been filled by the appointment of Hubert S. 
Brooks, of St. Johnsbury, who together w ith 
W illiam  Lyons at Barre, Ralph Belville and 
Charles Brooks at Montpelier, constitute the 
accountants in that section of the State.
Mr. Benjamin Gates, State Auditor, and a 
member of the State Board, had been detained 
on an out-trip for a longer period than had 
been anticipated so that the Secretary was not 
able to see him. Mr. Gates is one o f the 
relatively few State officials in the country 
who have through a long period o f years 
exercised a guiding hand in handling account­
ancy w ithin a particular State.
From Montpelier we went over to Burling­
ton, the seat of the University o f Vermont. 
Adrian E. Holmes holds the first Vermont cer­
tificate and is secretary of the State Society, 
o f which Mr. Derby was president. Professor 
Briggs, who has contributed several articles to 
T h e  C e r t i f i e d  P u b l ic  A c c o u n t a n t ,  while
not a C.P.A. is interested in the work o f the 
profession, being Professor o f Accounting at 
the University, and w ill work w ith the pro­
fession in all possible ways.
Stephen S. Cushing and Philip F. Jones 
are located at St. Albans. M r. Cushing is 
chairman of the Vermont Public Service Com­
mission and as such covers the entire State in 
connection w ith his official duties. Jones holds 
the last certificate issued, No. 12, as of June 
20, 1932.
In  the Southern section of Vermont Orris 
H. Parker, the holder o f certificate No. 2, is 
the oldest in point o f practice. Bennington is 
also the home of Myra H. Jones, the only 
woman holder of a Vermont certificate, and 
Albert R. W illard  who holds a Massachusetts 
certificate and is connected w ith the Cushman 
Manufacturing Company. Clarence Springer, 
working out o f Brattleboro, seems to largely 
use that city as a point from which to meander 
over the entire State. The Secretary saw him 
at Rutland, about midway between Burlington 
and Bennington, in which city he spent Sun­
day.
Monday and Tuesday, October 30 and 31, 
were spent in New York City. The New York 
State Society held its all-day fa ll meeting at 
the Waldorf-Astoria on Monday. President 
Ellis was at the meeting and was introduced, 
as well as the Secretary, at the morning ses­
sion. A t noon the officers and directors in  the 
second district, including the states of New 
York and New Jersey, held a meeting, as has 
been their custom, and discussed the general 
plans w ith regard to the 1934 meeting, which 
w ill be held at Atlantic City, and other mat­
ters affecting The American Society. A t the 
conclusion o f the meeting the representatives 
in that district elected John A. Conlin as 
director to succeed W illiam  C. Heaton who 
had been elected First Vice-President at the 
Milwaukee meeting.
The New York Fall Conference always has 
a machine exhibit and this year the exhibitors 
were:
Burroughs Adding Machine Company.
Commerce Clearing House.
J. Gowa & Company.
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Recordak.
Underwood, Elliott-Fisher Company.
L. E. Waterman & Company.
A t the same time the Library Committee 
had prepared an exhibit o f rare old books on 
the theory and practice of accountancy.
Prior to the meeting a Bulletin had been 
issued, containing articles by J. Andrew Crafts 
on "Machine Accounting for Real Estate Man­
agement Organizations” ; by S. Carlton K ing­
ston on "Accounting Equipment for Insur­
ance Companies” ; by Justin Jacobs on "Photo­
graphic Accounting Machinery” ; and by Lewi 
Gluick on "Some Observations on the Use of 
Accounting Machinery.”
The entire program of the day was in  gen­
eral charge of W illiam  R. Donaldson, Chair­
man of the Committee on Meetings. The 
morning session was opened by President 
Staub. Some small items of business were 
transacted and the session itself was given 
over to the general subject o f "Application of 
Machine Methods to Accounting Records” , 
the same being in charge of Charles J. Maxcy, 
Chairman of the Committee on Accounting 
Machinery. Questions and answers w ith refer­
ence to the papers in the Bulletin and any 
others that were brought up, together w ith 
some accounting machinery motion pictures, 
occupied the allotted time and it became nec­
essary to close for luncheon while questions 
were still being propounded.
In  the afternoon the general subject for 
discussion was the "Federal Securities Act and 
Regulations with Relation to the W ork and 
Responsibilities of the Certified Public Ac­
countant.”  President Staub introduced as the 
speaker of the afternoon James M. Landis, 
member of the Federal Trade Commission. 
Henry B. Fernald acted as Chairman for the 
general discussion which followed. His re­
marks, together w ith those o f Messrs. Auld 
and Klein, who were asked to open the dis­
cussion, appear along w ith Dr. Landis’ ad­
dress. The questions followed each other in 
rapid succession and the session could have 
been conducted for a longer period save for 
the arrival o f the dinner hour.
Arrangements for dinner were somewhat 
different than heretofore in that groups were 
provided by the various technical committees 
o f the New York Society. The American 
Society officials had a table and continued the 
deliberations of the luncheon period. The
evening session was devoted to "The Account­
ing Requirements and Provisions under the 
National Industry Recovery Act and Industry 
Codes Filed Thereunder.”  The speaker was 
to have been Malcolm M uir, one of the assist­
ant administrators o f the N .R .A . His paper 
had been received but a call from the Presi­
dent for a White House conference of admin­
istrator and assistants prevented his attend­
ance. One of his assistants, Colonel George 
Brady, read his address and later in the meet­
ing answered questions. A. B. Gunnarson 
manager o f the Department of Manufacture 
of the United States Chamber of Commerce 
was the discussion leader and his paper, to­
gether w ith that of M r. Muir, w ill be found 
in the December issue of T he Certified 
Public A c co un tan t . Thomas W . Howard, 
Controller o f the National Association of 
Electrical Manufacturers, and C. Oliver W e ll­
ington opened the discussion, after which 
questions were answered by Messrs. Brady, 
Gunnarson and Howard until the time arrived 
for the last speaker, Grover A. Whalen, Chair­
man of the New York City N.R.A., who 
spoke on the local N.R.A. situation.
I t  was announced in  closing that the attend­
ance at each of the three sessions had been 
larger than in any previous year and that was 
certainly true w ith regard to the luncheon and 
dinner groups.
Tuesday was devoted to calling on com­
mittee members o f both The American and 
New York State societies.
Wednesday, November 1, was spent w ith 
the Connecticut Society. In  the afternoon six­
teen members engaged in a golf tournament 
while others furnished the gallery or enjoyed 
themselves in the rooms of the spacious Race 
Brook Country Club, New Haven. The Sec­
retary indulged in his third game of golf since 
1909, the first having been at Cincinnati some 
years ago in connection with a meeting of the 
Cincinnati Chapter, the second having been 
three years later at West Palm Beach under 
similar circumstances. The Secretary got the 
most exercise from the game of any of the 
contestants and received the prize which was 
awarded to the one who should secure the 
largest score. He did succeed in making par 
on one hole. He was not able to bring back 
his prize w ith him because the committee had 
underestimated the girth  o f the probable 
winner and it became necessary for them to
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revise their standard before delivering the 
prize. I f  it  hadn’t been fo r his troubles on 
one hole he wouldn’t have quite succeeded in 
carrying off the prize but when one wastes 
fourteen strokes on a three par hole it  has a 
bad effect on his general standing. Percy 
Rothwell, o f Hartford, proved himself the 
champion golfer w ith a score just half what 
the Secretary made.
The dinner was presided over by Harry 
Jacobs, vice-president. The president, John 
Roth, is spending the year at Columbia U ni­
versity taking a course in  law. Following the 
dinner the Secretary spoke on the "Influence 
o f the Recent Legislation on Accountancy.”  
Questions came rather thick and fast fo r some 
time. A fter a short recess considerable busi­
ness was transacted by the Society. The two 
women holders of Connecticut C.P.A. cer­
tificates, Mrs. N ina Hudson Arnold and Miss 
Kathryn Sagal, were both present. The Sec­
retary had barely time to return to the city and 
catch the midnight train fo r Washington.
 
  S tate S ocieties  
 
CALIFO R N IA
The attendance at the first meetings o f the 
season of the Los Angeles Chapter of the 
California State Society o f Certified Public 
Accountants has broken all previous records. 
A t the first meeting held in September the 
Federal Securities Act of 1933 was discussed. 
A t the second meeting held on October 9, the 
Federal Banking Act o f 1933 (the Glass- 
Steagall Act) was considered. The speaker 
was Mr. J. R. Douglas, Vice-President o f the 
Security-First National Bank of Los Angeles. 
The very keen discussion was an indication 
o f the able manner in which the subject was 
presented.
R. W . E. Cole, C.P.A., who has just con­
cluded his term o f office as President o f The 
American Society of Certified Public Account­
ants, gave a most interesting report on the pro­
ceedings o f the recent annual meeting o f that 
organization at Milwaukee, Wisconsin.
COLORADO 
The annual meeting of the Colorado Society 
o f Certified Public Accountants was held on
October 2, 1933, at Park Lane Hotel, Denver. 
The fo llow ing officers and directors were 
elected for the fiscal year ending August 31, 
1934: President, A llen Redeker; Vice-Presi­
dent, W . J. Thompson; Secretary-Treasurer, 
W . S. Dent; Assistant Secretary-Treasurer, 
Wm. F. Wyman; Directors, E. H. Alsfasser, 
W . H. Goldberg, W . E. Hugins, and O. M. 
Williams.
M A R Y LA N D  
A t the regular monthly meeting held by the 
Baltimore Chapter o f the National Associa­
tion o f Cost Accountants, held at the Emerson 
Hotel, October 17, F. Earl Reuwer, C.P.A. 
and Comptroller o f the Emerson Drug Co., 
gave a very thorough and comprehensive dis­
cussion on "The Philosophy o f Standard 
Costs.”
MASSACHUSETTS 
The October meeting o f the Massachusetts 
Society of Certified Public Accountants, Inc., 
was held on Monday evening, October 30, at 
the Parker House, Boston. Kenneth B. Back­
man, Executive Secretary o f the Boston Better 
Business Bureau, was the speaker for the eve­
ning and discussed the use and misuse o f bal­
ance sheets and income statements in connec­
tion w ith promotions.
M IC H IG A N  
The Western Michigan Chapter o f the 
Michigan Association o f Certified Public Ac­
countants held a meeting on Thursday eve­
ning, October 5, 1933, at the Peninsular Club, 
Grand Rapids.
R. C. Maihofer, past president of the Chap­
ter, gave an interesting report on the Annual 
Meeting o f The American Society at M il­
waukee. C. T. Wheeler discussed the features 
of a pay ro ll defalcation case coming under 
his observation. Duncan L. Rice spoke on the 
subject o f "B idding and Minimum Fees for 
Municipal Audits.”
The follow ing are committee chairmen for 
the current year: Duncan L. Rice, Chairman 
o f Committee on Legislation; Joseph H. 
Hummel Chairman o f Committee on Educa­
tion and Publicity; R. C. Maihofer, Chair­
man of Committee on Ethics; S. R. Berkey, 
Chairman o f Committee on Entertainment.
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M INNESO TA 
The annual meeting o f the Minnesota So­
ciety o f Certified Public Accountants was held 
on Tuesday, September 26, 1933, at the Curtis 
Hotel, Minneapolis.
Officers elected for the ensuing year were: 
President, Lyle W . Hines; First Vice-Presi­
dent, J. McGregor; Second Vice-President, 
Oscar C. Strand; Secretary, Newton L. Bow­
ers; Treasurer, Herman C. J. Peisch.
A t a meeting o f the society, held at the 
Curtis Hotel on Tuesday evening, October 
24, the Federal Securities Act o f 1933 was the 
subject o f discussion.
Herman C. J. Peisch, C.P.A., defended the 
new law and Arnold L. Guesmer, Minneapolis 
attorney, deprecated its usefulness. Members 
o f the Hennepin County Bar Association and 
the Ramsey County Bar Association were 
guests of the Minnesota Society.
N E W  JERSEY
A n auspicious start fo r the year’s activities 
was made by the attendance o f 114 members 
and guests at the October meeting o f the New 
Jersey State Society. More than before, those 
assembled appeared to be on more intimate 
terms and better acquainted. This may have 
resulted from the Out-of-door Recreation 
and G o lf Tournament held on September 28,
1933, which was acclaimed by all who at­
tended as conducive to wholesome profes­
sional relationships among the members.
Philip S. Suffern presided and welcomed 
the guests including Richard C. Plummer, 
Assistant Attorney General o f the State of 
New Jersey. James F. Welch gave a short 
account of the proceedings at the International 
Congress on Accounting; Lewi Gluick of 
"Talking Shop”  made a few interesting ob­
servations. George H. Kingsley was welcomed 
as the newly elected member o f the New Jer­
sey State Board o f Public Accountants. Mr. 
Suffern took occasion to voice the appreciation 
o f the Society to W illiam  H. Compton and 
W illiam  Surosky as retiring members, and to 
Dr. James F. Hughes, the continuing member 
o f that Board fo r their fa ith fu l and untiring 
services on behalf o f the profession.
The election of W illiam  C. Heaton as First 
Vice-President o f The American Society of 
Certified Public Accountants at the recent
convention in  Milwaukee was announced and 
he rose to a round o f applause. He spoke o f 
the accomplishment at the Convention and 
also reported on the work o f the New Jersey 
Society’s Committee on Cooperation w ith 
Bench and Bar, o f which he is Chairman.
The Membership Committee report was 
given by Clyde Zukochwert, its Chairman, who 
stated that the 21 members elected that day 
evidenced the growing interest in the work o f 
the society.
Mr. Suffern then introduced Professor 
Charles W . Gerstenberg, who gave an inter­
esting address on the Federal Securities Act 
w ith particular emphasis on its importance to 
the accountant and his responsibilities in  con­
nection w ith work done which may be af­
fected by the provisions o f the Act.
TEXAS
A t the annual convention o f the Texas So­
ciety o f Certified Public Accountants, held in  
Houston, on October 13 and 14, the fo llow ­
ing were elected as officers for the ensuing 
year: President, Dr. T. W . Leland of College 
Station; Vice-President, J. G. Bixler, El Paso; 
Secretary-Treasurer, C. F. Milledge, Houston.
U T A H
The annual meeting o f the Utah Associa­
tion o f Certified Public Accountants was held 
in Salt Lake City on October 19, 1933, at 
which time the fo llow ing officers were 
elected: President, Roy G. Abbey; Vice-Presi­
dent, Harold L. Child; Secretary-Treasurer, 
Alan Grant Mann.
V IR G IN IA  
Newly elected officers of the V irginia So­
ciety of Public Accountants are: President, 
L. E. Watson, N orfo lk ; Vice-President, 
George R. Geddy, Richmond; Secretary-Treas­
urer, A. N . H ilton, Norfo lk.
The fo llow ing chairmen of committees 
have been appointed: Membership, Hugh L. 
Dickerson; Arbitration, J. H. Rindfleisch; 
Legislation, T. Coleman Andrews; Auditing, 
M. L. Goodman; Natural Business Year, A. 
W . Burket; Education, R. B. Pinchbeck; Co­
operation w ith Bankers and Other Credit 
Grantors, J. A. Leach, J r.; Advancement o f 
the Profession, H. L. Dickerson; Public A f ­
fairs, C. S. Goldston.
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A. M. Kaufman & Company, Certified Pub­
lic Accountants, 151 West 40th Street, New 
York City, announce the admittance into part­
nership of Matthew James Avidon, M ining 
Engineer and C.P.A .
STATEMENT OF THE OW NERSHIP, MANAGEMENT.
CIRCULATION, ETC., R EQ UIR ED  BY TH E  ACT
OF CONGRESS OF AUGUST 24, 1912
Of T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t ,  p u b lis h e d
monthly at Richmond, V irg in ia , for October 1, 1933.
City of Washington   
D is tric t of Columbia  s.
Before me, a Notary Public, in  and fo r the City and 
D is tric t aforesaid, personally appeared D. W . Springer, 
who having been duly sworn according to law, deposes 
and says that he is the Editor of T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t ,  and that the following is, to the best of his 
knowledge and belief, a true statement of the ownership, 
management (and i f  a daily paper, the circula tion), etc., 
of the aforesaid publication for the date shown in the 
above caption, required by the Act of August 24, 1912, 
embodied in  section 411, Postal Laws and Regulations, 
printed on the reverse of this form, to-w it:
1. That the names and addresses of the publisher, 
editor, managing editor, and business managers are: 
Publisher, Garrett &  Massie, Richmond, V a .; Editor, 
D. W. Springer, National Press Build ing, Washington, 
D. C.; Managing Editor, None; Business Manager, None.
2. That the owner is: ( I f  owned by a corporation, its 
name and address must be stated and also immediately 
thereunder the names and addresses of stockholders own­
ing or holding one per cent or more of total amount of 
stock. I f  not owned by a corporation, the names and 
addresses of the individual owners must be given. I f  
owned by a firm, company, or other unincorporated con­
cern, its name and address, as well as those of each ind i­
vidual member, must be given.) The Accountants Pub­
lishing Company, The American Society of Certified 
Public Accountants, D. W. Springer, National Press 
Building, Washington, D. C., J. A. Councilor, Tower 
Building, Washington, D. C.
3. That the known bondholders, mortgagees, and other 
security holders owning or holding one per cent or more 
of total amount of bonds, mortgages, or other securities 
are: ( I f  there are none, so state.) None.
4. That the two paragraphs next above, giving the 
names of the owners, stockholders, and security holders, 
i f  any, contain not only the lis t of stockholders and secur­
ity  holders as they appear upon the books of the company 
but also, in cases where the stockholder or security holder 
appears upon the books of the company as trustee or in  
any other fiduciary relation, the name of the person or 
corporation for whom such trustee is acting, is given; 
also that the said two paragraphs contain statements em­
bracing affiant’s fu ll knowledge and belief as to the c ir­
cumstances and conditions under which stockholders and 
security holders who do not appear upon the books of 
the company as trustees, hold stock and securities in a 
capacity other than that of a bona fide owner; and this 
affiant has no reason to believe that any other person, 
association, or corporation has any interest direct or 
indirect in  the said stock, bonds, or other securities than 
as so stated by him.
( S ig n e d )  D. W. S p r i n g e r ,  E d ito r .
Sworn to and subscribed before me this 26th day of 
September, 1933.
( S e a l)  M a r y  P .  S t o n e .
(My commission expires October 31, 1937.)
Miss Florentine D. Goodrich, holder of a 
New York C.P.A. certificate and member of 
The American Society, has been designated as 
treasurer of the Tennessee Valley Authority.
Are You Going to Washington  
to Start the W heels of Your  
Industry?
Whether it be in connection with con­ferences on Industrial Codes or the administration of the $3,300,000,000 
Public Works Program, The Willard 
is your logical headquarters—adjacent to
Internal R evenue Building
Income Tax Unit
U. S. Board of Tax Appeals
General Johnson’ s Office
Office of Secretary of Interior Ickes
Home Loan Bank Hdqtrs.
Farm  Loan Board
Public Works Budget Hdqtrs.
New Commerce Building 
Office of Postmaster General F arley 
White House Offices 
T h e  Railroad AdministrationWILLARD HOTEL
“ T h e  R e s id e n c e  of P r e s id e n ts ”
14th and Pennsylvania Avenue 
Washington, D. C.
H. P .  S o m e r v i l l e ,  M a n a g in g  D ire c to r
The Accountant
keeps his ear to the ground
    must
be of keen interest to every progressive accountant. Inventory analyses and con­
trol, payroll analyses, expense control, sales statistics, distribution costs, market 
analyses, all may be produced as unpaid-for by-product while performing routine 
accounting operations at less cost. The accountant owes it to himself to keep 
advised of the latest in punched card accounting.
But the accountant is a busy man, and must depend upon his friends to keep 
him advised of progress they are making in their respective lines. With due 
appreciation of the accountant’s problem, Powers publishes a monthly bulletin 
which it will gladly mail, currently, to the accountant. Thus the accountant may 
attend to his regular functions and at the same time keep his ear to the ground.
Listen to "March o f Time” every Friday 8:30 p. m. 
eastern standard time over Columbia network.
POWERS
( P U N C H E D  C A R D )
A C C O U N T I N G  M A C H I N E S
D ivision  o f  R E M IN G T O N  R A N D  In c ., Buffalo, N ew  Y o rk
A  complimentary SERVICE to public 
and private A C C O U N T A N T S . The 
"Powers Reference Manual” is a loose leaf 
binder and the monthly bulletin service 
that tells of the latest in punched card 
machines and methods. Just fill in the cou­
pon, paste it to your letterhead and mail.
Please send me, with no obligation on  my part, the Powers Reference 
Manual and monthly Bulletin Service.
.........State.






that tire typists and 
slow up production
THE MOTOR RETURNS 
THE CARRIAGE
A  mere touch of  the " return''' key, 
which is conveniently located on 
the keyboard, causes the motor, to 
return the carr iage to  the starting 
position, o r to  any predetermined 
intermediate point. Spacing to the 
next w riting  line is automatic .. 
and accurate.
THE MOTOR SHIFTS 
TO CAPITALS
X  light depression o f  the ‘ ‘ shift"  
key n ormally used to shift the 
platen manually) causes the motor 
to shi ft the platen ins ta n tly  to the 
upper position.  Thus, “ shifting”  
is instantaneous, light and easy 
. . . the motor does the work.
The keyboard is  standard— there is no new touch to learn
W I TH the Burroughs Electric Car­
riage Typewriter it is no longer 
necessary for the typist to stop at the 
end of each line . . . remove her hand 
from the keyboard . . .  push the carriage 
back . . . and then relocate her hands to 
writing position. A  light touch of the 
Carriage Return Key replaces all these 
wasteful motions.
operation. See this new machine . . . 
examine its new features and advantages 
. . . have it demonstrated on your own 
work, in your own place of business. 
Or write for an illustrated, descriptive 
folder to the Burroughs Adding 
Machine Company, 6411 Second 
Boulevard, Detroit, Michigan.
This most modern of all 
typewriters is backed by 
Burroughs’ own worldwide 
service organization which 
has, for so many years, kept 
all types of Burroughs elec­
trically controlled machines 
in continuous and profitable
BURROUGHS
TYPEWRITER
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20 Cents The
To those who 
plan to take 
the next C.P.A. examination
addition to its regular 
Course, the International 
Accountants Society, Inc., 
o ffers a special Coaching 
Course for Accountants who 
are planning to take the 
C. P. A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as no 
attempt is made to teach gen­
eral accounting in this course. 
The instruction is pointed 
directly at the C.P.A. Exami­
nation.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
th e examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in  Practica l Accounting 
with solutions and comments 
100 questions and ansrwers in  Account­
ing Law
100 questions and answers in  Auditing 
100 questions and answers in  Theory 
of Accounts
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “ Notes to the Examiner,”  
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2) specially prepared to tra in 
the candidate in  handling certain points 
likely to been countered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A . examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve
C. P. A. problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct definitions. 
Very often it is necessary for 
him to use unusual working 
sheets.
The C.P.A. Coaching Course 
given by the International 
Accountants Society, Inc., 
prepares you to meet such 
conditions. The fee is $42, and 
the text consists of twenty 
lessons.
A BOOKLET, " H ow to Prepare fo r the C .P .A . Examination, ’ ’ is available for those who are interested. For a free copy, just write your name and address below and mail.
In te rn a t io n a l A ccou n tan ts Society , Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, "How to  Prepare for the C. P. A. Examination,’' 
which describes your special Coaching Course for Accountants.
Name. Company
Address.
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St. "Nick” will be happy to remem­
ber you this Christmas. Just express 
your desire to be remembered by 
filling out and mailing the coupon 
below. The proposed gift should 
prove as useful as socks or hand­
kerchiefs but much more lasting 
and of far greater value to you.
It’s a reference manual* on the sub­
ject of punched card accounting. 
So rapid is the progress of this fas­
cinating subject that up to 
the minute information is
sent out monthly in bulletin form 
that the manual may be kept 
up to date. It is an important 
reference in any accountant's of­
fice . . . complete information on 
Punched Card Accounting and its 
many applications in various fields 
of business.
Business men are becoming more 
and more interested in punched 
card accounting. Firms that use it
intelligently find that it not only 
reduces the cost of routine ac­
counting but gives by-product in­
formation in the forms of com­
parisons and analyses that are 
invaluable for modern manage­
ment.
Every progressive accountant 
owes it to himself to know all 
he can about this comparatively 
new art in accounting.
PO W ER S L isten in to "M arch  o f  T im e”  every Friday  8 :30  P . M. Eastern  S tan dard  Time. Colum bia N etwork.
( PUNCHED CA R D )
A C C O U N T I N G  M A C H I N E S
D ivis ion o f R E M IN G T O N  R A N D  Inc., Buffalo, New Y o rk
* A  complimentary S E R V I C E  to public 
and private A C C O U N T A N T S . T h e 
"Powers Reference M anual” is a loose leaf 
binder and the monthly bulletin service 
that tells o f the latest in punched card 
machines and methods. Just fill in the cou­
pon, paste it to your letterhead and mail.
Please send me, with no obligation on my part, the Powers Reference 
Manual and monthly Bulletin Service.
N am e.. 
F irm ... 
S treet.. 
C ity...... ..State.
C .P .A .
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED  PU BLIC ACCOUNTANT
What Better Christmas Gift Than a 
Useful Book?
FO R  ACCOUNTANTS’ LIBRARIES and C .P.A . PR EPA RA TIO N
New Y ork C .P.A . Theory Q uestions w ith A nsw ers
by Joseph C. Myer, C.P.A.
Contains the theory questions asked on 36 New York State examinations —  more than 
525 questions classified into subject groups with answers by the author and a staff of 
practicing certified public accountants..........Fabrikoid bound, 512 pages. Price $5.25
New Y ork C .P.A . Law  Q uestions w ith A nsw ers
by A. Lincoln Lavine, J.D .
Contains the law questions asked on 35 New York State examinations —  more than 
500 questions covering almost all branches of substantive law, classified into subject 
groups with answers by the author................. Fabrikoid bound, 357 pages. Price, $4.25.
New Y ork C .P.A . Q uestions and Problem s O nly
Practical, Parts 1 and 2— Auditing, Theory, Commercial Law (5 papers in each series). 
Available in printed form from the 62nd Series (November 1926) through the 76th 
Series (October 1933). These questions and problems furnish splendid material for 
review. Ninety working problems and 675 questions.
Ind iv idual p apers ..................................................................... $ .10
Series o f 5 papers ...........................................................................40
Complete bound set of 15 series (75 p ap ers) ............ 4.50
FO R  AU D ITING  PRA CTICE
The orderly regulation and control of an accountant’s practice is enhanced by the use 
of proper office forms. The following have proven valuable to successful practitioners:
A ccountant’s Office Form s
PRICES FOR 500 FORMS
Time Sheet fo r Field W o rke rs ...................$7.50 with your name printed; $6.00 without.
Time Sheet for Principals and Office . . . .  7.50 “  “  “  “  6.00 ‘ ‘
(T o  fit any 8½ x  1 1  r in g  b i n d e r ;  P r ic e  fo r  new  b in d e r , $ 1 .2 5 )
Client’s Ledger Sheet (Specially Ruled) ..................................................................  7.50
(T o  fit a n y  9¼ x 11⅞ p o st b i n d e r ;  P r ic e  fo r  new  post b in d e r , $ 1 .7 5 )
Confirmation forms for client’s bank balances, accounts receivable balances, collateral 
held, stock broker’s customer balances, items held for transfer, application for
employment forms, and invoice forms .............................. $7.50 with your name printed.
Samples will be sent on request.
N o t e  : The C.P.A. questions, problems and answers cannot be sent on approval. Remittance must 
accompany the order. However, refund w ill be made of amount paid less delivery charges i f  book is 
returned unsoiled w ith in  five days.
S ta n d a rd  T ext Press„ 186 J o ra lem o n  S tr e e t , B ro o k lyn, N. Y.
P lease  send m e :
for which I  enclose $__________________ . I  understand that i f  I  wish a  refu nd  fo r  the answer
book s, I  m ay secure it  by returning the book unsoiled within five days fro m  date o f  invoice.
S IG N E D ___________________________________________________
C O N N E C T IO N ________________________________________________________________________________________
A D D R E S S ___ __________________________________________________________________________________________
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G o e t h e .
The President’s Page
A Code for Accountants?
By G eorge Price  El l is , C .P.A.
SH O U L D  accountants have a co d e? This question was raised at the Septem­ber annual meeting. Opinion was divided, but the subject was not finally 
closed. T hat the subject should have been raised, and that it is still before a 
committee, in spite o f the fact that the present law specifically exempts profes­
sional service of this kind, makes some comment perhaps not out of place at 
this time.
T he subject first came up as a m atter of compliance with the President’s R e­
employment Agreem ent. Minimum w age levels presumably are not a problem  
in accounting, but limitation of hours in the various peak seasons perhaps might 
be. Accountancy as a profession has been ready to go along to aid employ­
ment and to conform  with the social philosophy of the President’s Agreement. 
Many, if not all accounting firms, complied with PR A .
It does not follow  from  this that the profession as a whole should go 
farther and draft a governing code for the entire profession. The PR A  is on 
the way out; there is no longer any question o f whether or not to sign such an 
agreement. T he only question is whether or not a professional code under 
N R A  will serve any useful purpose.
Let us see what a code has to offer.
The first advantage of a code is cooperation among competing interests. 
In the profession w e have two national bodies, many State bodies, State regu­
lation, and a host of local groups. These groups are gradually drawing closer 
together in order to present a united front to the responsibilities coming to us 
under new legislation. It seems to me extremely doubtful that a code would 
aid this gradually evolving unity of interest. Indeed, it seems to m e that a 
code, by its emphasis upon commercial aspects of the business, m ight tend  
to weaken the sense of professional ethics that is basic. Regulation by law
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can never be as spontaneous and forceful as the united opinion o f an intel­
lectual and integrated social group. Few  will deny that professional ethics is 
a better regulator than hard and fast rules with the force o f law.
A  second suggested advantage of a code, apart from  m atters of wages and 
hours, is the regulation o f competition— especially price competition. W e  must 
recognize the fact that accountancy as a profession has not been above price 
competition. Our situation is different than industry in this respect: Industry in 
drafting self-regulatory codes has m ore than once confused hard competition 
with unfair competition, and sought to eliminate all below-average price-mak­
ing. Y e t, it has happened m ore than once that the "below  average” price- 
making, debated in some industrial code hearings, has been based upon a more 
detailed and intelligent cost-analysis than that of those members o f the in­
dustry attempting to eliminate such competition. H ard competition of this 
kind may be based upon knowledge of costs and skillful management, in no 
way to be confused with cut-throat tactics.
Unlike many business men, however, the accountant worthy of the name 
knows his own costs; he is not selling service below cost. W h a t is shaved, 
therefore, is quality. There are infinite opportunities for such shaving, and 
only a high spirit of professional ethics and constantly rising standards o f ef­
ficiency can combat the issue. T he building up of that spirit and o f technical 
standards is better done outside the semi-rigidity of a code. T h e notion o f an 
accounting code seems to me, therefore, both dangerous and foolish— a step 
backward and downward, because it would tend to supplant the code of pro­
fessional ethics upon which a personal service function rests.
Price-cutting has been condemned by T he American Society because o f its 
unethical aspects. There was no disagreement that price-cutting tactics are a 
menace. T he only disagreement was whether the issue should be dealt with 
by the national society or by the State societies. Sentiment seems to favor 
leaving it in the hands o f the State societies.
There are reasons for both views. On the one hand, we have the Federal 
Securities A ct with the onus of responsibility upon the accountant in return 
for which there is new and high recognition of accountancy as a profession. 
O n the other hand, we have State control over admission to the profession and 
the generally local aspect o f most price-cutting. Since price-cutting is in the 
main a m atter o f reduction in quality, it is closely related to standards o f ad­
mission to the profession and doubtless should be left to the State societies to 
control.
A t the same time the education of business men as to w hat constitutes su­
perior accounting service is n o t  a local m atter. T h e national society must 
shoulder the responsibility o f so coordinating the supervisory w ork o f State 
societies, and the education o f the business public, that the profession may be 
increasingly worthy of the w ork it has to do under the codes and the N ew  D eal 
legislation.
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Accounting Provisions of the National 
Industrial Recovery Act*
B y  M a l c o l m  M u i r ,  Division Administrator of the N.R.A., Washington, D. C.
T A M  happy to be able to accept your invita­
tion to talk here this evening. I t  is not 
often that the pressure of N.R.A. activities 
permits such pleasant interludes, and it  is 
especially gratifying fo r me to be w ith you. 
I  have always regarded you Certified Public 
Accountants as a group somewhat apart from 
ordinary mortals. In  your profession you deal 
wholly w ith facts— I ’ve heard it said that one 
o f your chief duties is to detect fiction. In 
any event, whichever way your work is de­
scribed, it  leads to clear thinking, and it  is to 
the clear thinkers of the country that we in 
N.R.A. are looking fo r support.
I  have been asked by Mr. Donaldson to talk 
to you about the accounting phases o f codify­
ing industry. But I cannot talk to you in  the 
language of your profession. I  must depend 
on you to translate my business man’s phrase­
ology into terms that you can understand. 
Your profession is too complicated an activity 
to cover in a talk as short as I  am going to 
make. As some of you may know we have a 
special advisory group in N.R.A., part of 
whose job it is to help us prepare satisfactory 
accounting provisions for codes which are sub­
mitted to us. I t  is known as the Research and 
Planning Division, and I  am sure that some 
one from there could answer your questions 
better than I. But I shall be glad to give you 
an expression of my personal opinion o f the 
problems you want discussed.
I know that you have studied the account­
ing provisions in the codes which have been 
signed by the President because M r. Donald­
son has asked me to "discuss specifically the 
codes which contain uniform accounting and 
to the requirement that goods w ill not be sold 
below cost as well as the sundry definitions 
o f cost which vary in the different codes.”  
Those are Mr. Donaldson’s own words and 
as I repeat them here the thought occurs to me
*  A d dress delivered b efore the N ew  Y o r k  S tate  
S o ciety  of Certified P u b lic A ccou n tan ts a t its 
E leven th  A nnual F a ll C onference a t the W a ld o rf-  
A sto ria , M onday, O ctober 30, 1933.
that you gentlemen should be up here in  the 
speaker’s place and that I  should be the audi­
ence. I suspect too that this is a friendly trap. 
I really believe that all o f you experts out 
there want me to define costs for you !
I  have been told that one of the most prac­
tical ways in  which the accounting profession 
can cooperate w ith N.R.A. is to agree w ithin 
itself as to what costs are and I  can readily 
agree that the question o f uniform costs ac­
counting system is one of great importance to 
your whole profession in its relationship to 
N.R.A.
In my opinion, the question o f just what 
constitutes costs under today’s condition 
should be a flexible factor determined largely 
by the conditions of each industry. That is 
why we have approved of Code Committees 
inserting in their codes clauses to the effect 
that what shall constitute costs in each in ­
dustry should be determined by the Code Au­
thority o f an industry w ith the approval o f 
the Administrator. The function of cost ac­
counting in these codes is to arrive at a cost 
figure below which a manufacturer should not 
sell his goods. This method of cost account­
ing has the effect o f eliminating the "chisel- 
er”  from the industry, which is what we want 
to do. W ith  such a provision in codes you 
w ill readily appreciate ;the importance o f 
proper cost accounting.
In  each case, in my opinion, the extent to 
which an industry should absorb fu ll costs, as 
the figures below which it  cannot sell should 
depend entirely upon the conditions in that 
industry. In  some cases even fu ll "out o f 
pocket”  costs would put the price of a product 
so high that sales would be killed. Condi­
tions in some industries are such that a Code 
Authority would be fu lly  justified in  includ­
ing the fu ll complement o f cost items in esti­
mating a base cost below which the manu­
facturer could not sell. But it  is fa irly gen­
erally accepted that no industry should specify 
as a "below cost”  figure anything less than 
the direct "out o f pocket”  expense.
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In  cases where an industry is operating at 
fifteen or twenty per cent o f capacity, it  would 
be unfair to that industry for the Code Au­
thority to say that it must figure in its cost 
fu ll overhead. Very often this problem is 
answered by ascertaining what, in normal 
years, the percentage that the overhead ex­
pense is to the direct expense, and then add­
ing to the direct expense of present volume 
of production that same percentage for over­
head.
Another problem to be considered is 
whether a code should specify that each mem­
ber o f its industry shall not be permitted to 
sell below his own costs or below a weighted 
average cost.
Again, this must be decided largely from 
the viewpoint of the conditions that surround 
the individual industry. In  the majority o f 
industries, however, it  is advisable to specify 
that a manufacturer must not sell below his 
own costs— provided, however, that he can 
sell his products at a price which w ill enable 
him to meet the competition of another pro­
ducer who is not violating the code. In  each 
case the question of what shall constitute cost 
should be left to the Code Authority which 
should decide the question in the light o f the 
economic conditions o f the industry, subject, 
of course, to the approval of the Adminis­
trator.
I believe that i f  a dozen codes approved 
by the President were studied w ith the Code 
Authorities of those industries, a set of stand­
ard specifications as to what should be in ­
cluded could be drawn up that would meet 
almost any situation.
This is a very serious responsibility and one 
which must be placed in the hands of the ac­
countants o f this country, as they are the ones 
who w ill, o f course, be called upon by the 
Code Authority to solve these cost accounting 
problems. You have a very large responsibil­
ity which is being thrown upon your should­
ers as these codes are approved in increasingly 
rapid numbers by the President. Out of your 
common experience, as you study these codes, 
I hope that you w ill be able to develop sat­
isfactory procedures w ith reference to cost 
accounting, especially in the light of these 
new charters for American Business.
Again I want to point out that N .R .A . is 
not interested in regulating the details o f ac­
counting systems. I t  matters little  to us i f
one man uses a blue card and another man a 
yellow paper to accomplish the same job. I f  
each follows the same principle and comes 
out at the same place in the end we are satis­
fied. Remember, it is not N .R .A ’s intention 
to police the activities of American Industry 
unless it is forced to— it wants to act as a 
clearing house for suggesting principles upon 
which industry may regulate itself.
Your habit o f dealing w ith facts leads me 
to sound a warning here against a type of 
racketeer that has crept into the ranks of your 
profession. He is the accountant who goes 
to business men throughout the country and 
tells them that the Government is going to 
dictate specific systems of accounting and that 
he, the racketeering accountant, knows the 
system— and so on. That is not so, as you 
know. However, that is primarily a problem 
for you leaders of your profession to handle 
in your own way. I want merely to call the 
matter to your attention.
We must bear in  mind in  this discussion 
that we must continue to depend on the price 
system and that profits depend on prices in 
volume.
To stop the sweating of labor we have put 
a bottom under wages. But we cannot expect 
industry, especially at a time like this when 
American industry is suffering from a world­
wide depression, to pay higher wages unless 
we, at the same time, protect industry’s work­
ing funds. Wages are paid out o f the cur­
rent funds in business. Therefore, when we 
talk o f protecting wages we must consider 
working capital in the same breath. Neither 
can thrive alone. The question arises as to 
where our responsibility ceases. Obviously it 
does not extend to the protection of high cost 
producers. Our responsibility ceases when we 
have a formula that protects the working 
funds of efficient producers by preventing de­
moralizing price cutting by any one producer, 
under pressure for volume, at the expense of 
the rest o f his industry. This can be accom­
plished most efficiently, I  believe, by prohibit­
ing selling below cost.
I hope that I have answered some of your 
questions in connection w ith the definitions 
of costs. I  have emphasized the necessity for 
flexibility in these definitions so that various 
industries, w ith peculiar problems, may work 
out those problems themselves through their 
own Code Authorities.
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However, I believe that it  would be helpful 
i f  I outline now, as a working basis from 
which other clauses may be developed, an ac­
counting clause, the principle of which might 
be acceptable in, and apply to, codes in which 
you gentlemen may have a hand in  formulat­
ing. I w ill read it  slowly.
" I t  shall be an unfair method of competi­
tion for any producer covered by this Code to 
sell any article at less than his cost o f produc­
tion provided, however, that any producer 
may sell at below his cost to meet the com­
petition by any other producer who does not 
violate the code.
Cost of production as herein used should 
include all direct labor and material at cost or 
market whichever is lower, plus a proportion­
ate share o f all indirect expenses, inclusive 
of depreciation and/or depletion computed 
according to the maximum rates o f the In ­
come Tax Procedure; but exclusive of any 
reserves for purposes other than depreciation, 
exclusive also of interest paid and develop­
mental expenses. Provided that the distribu­
tion of such indirect expenses per unit of 
product produced should be on the basis of 
an average rate of utilization of plant facili­
ties by efficient producers during the period 
1 9 2 7 -3 2 .
The average rate of utilization of plant 
facilities of efficient producers could be de­
termined as follows:
Each member of the industry should 
make a consolidated income tax return for 
that portion o f (or all o f) his operations 
devoted to the production of the product
(a ) covered by this code, for the years 
1 9 2 7 -3 2 , together w ith  a record of their 
physical production and sales in each of 
these years.
From these reports may be calculated the 
average rate o f utilization o f plant invest­
ment by the 1/3 portion of the industry 
which reported the lowest cost of produc­
tion per unit fo r this period.
This rate o f utilization (rather than fu ll 
capacity) should become the standard for 
the distribution of all indirect expenses and 
fixed charges for the purpose of determin­
ing per unit burden charges by every pro­
ducer covered by this code.”
Please do not misunderstand my intent in 
presenting that rather formal phraseology to 
you. I t  is offered to you as a guide and not as
a standard or required form. A ll o f us are 
business men and I think that we are in agree­
ment as to the purposes of this recovery move­
ment— not the least o f which is to prevent a 
return to the profitless prosperity of the past 
— which was the lot o f the great majority of 
industries during the hectic years of 1928 and 
1929. That thought might serve as the best 
guide in determining what should or should 
not be included in  the accounting clauses of 
codes— but that is something that you can 
determine better than I.
But I  want to point out that all I  have said 
leads to loss lim ita tio n  fo r labor and capital 
alike. N.R.A. should not be expected to go 
much farther without incurring the obligation 
of complete control o f business which means 
fixing profits, salaries, dividends, and every 
other detail o f normal business functions, 
which it  does not want to do. To fellow busi­
ness men who are entertaining such thoughts, 
I need do no more than refer them to present 
conditions in railroads under government con­
trol. The alternatives are what N.R.A. is 
trying to accomplish: first, to establish a firm 
bottom under wages; second, to protect op­
erating expenses. Normal and fair competi­
tion w ill take care of the rest. One point I 
want to impress on you— that is that our job 
in N.R.A. is to civilize business, not to regi­
ment it, and to encourage self-governm ent.
I  have spoken a great deal so far of N .R .A ’s 
position in relation to industry. I think it is 
time now for a word of caution. We have 
spoken o f cost production and loss limitation 
for industry. But it  must be borne in mind that 
where such protection is granted by N.R.A. 
the burden of proof w ill rest upon industry 
itself i f  there are any charges or complaints of 
profiteering. Industry should be prepared at 
all times, and this is part o f your job, to 
present proof that prices charged are not ex­
horbitant and that they are not arrived at by 
collusion.
To this end the N.R.A. and the New Deal 
in general are going to impose a serious re­
sponsibility on the whole accounting profes­
sion. There is a more intensive application 
to the details o f their business on the part o f 
business men in general— which means that 
they are keeping better records from which 
facts can be ascertained. I t  looks as i f  this w ill 
be the President’s New Deal fo r you account­
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ant, because you are going to be in great de­
mand.
Time limitations prevent me from discus­
sing all the points which I believe would be 
of interest to you. But there is one more 
question which I shall discuss briefly. That is 
the question of price fixing. If you will exam­
ine the codes in which there are price-fixing 
provisions you will find that most, if not all, 
of them have some relation to the basic wealth 
of our nation. We must protect our wasting 
natural resources. The same principle does 
not apply to ordinary commerce and industry. 
The thought is alluring that manufacturers are 
going to be prohibited from operating their 
business at a loss—but you know and I know 
that whether they operate at a loss or not 
depends largely on volume and not entirely 
on price.
In closing I want to remind you, because 
you have all had a part in organizing large 
enterprises, that the National Industrial Re­
covery Act was approved by President Roose­
velt on June 16. It is just four and a half 
months old today.
In that short space of time General Johnson 
has built up a service organization of over 
eleven hundred specialists in all phases of 
business and industry. The purpose of this 
organization is to assist industry to rehabilitate 
itself under this new charter—which must
lead to a fair return and just wages for the 
employee with stability of employment 
throughout the country and a proper return of 
industry on its investment. This job cannot 
be accomplished in a short space of time— 
but the progress being made in it is rapid.
Even in Washington N.R.A. is still re­
garded as being so young that a taxicab driver 
was reported as saying, just a few days ago, 
that "N.R.A. is the best convention Washing­
ton ever had.”
With your professional knowledge of the 
intimate details of business and industry 
throughout the country, and your ability to 
piece those details into a whole picture—I 
think you will agree with me as to the sub­
stance of that picture. As I see it, it shows 
President Roosevelt leading this nation out of 
the morass of depression to the hilltop of co­
operation and prosperity.
Remember, one of the fundamental ob­
jectives of these N.R.A. codes is to make in ­
dustry prosperous, so that it can pay higher 
wages, reduce hours, and increase employ­
ment. This cannot be done unless industry is 
protected against the chiseler. The whole 
method of procedure of this protection re­
volves around cost accounting. Therefore, I 
cannot emphasize too strongly to you the im­
portant part that the accountant must play in 
making the whole N.R.A. program a success.
Accounting in Relation to Codes 
of Fair Competition*
By A. B. G u n n a r s o n ,  Manager 
Department of Manufacture, United States Chamber of Commerce, Washington, D. C.
W HEN a code of fair competition, com­
plying with the National Industrial Re­
covery Act, is signed by the President, that 
code becomes a "law merchant” for the in­
dustries affected thereby, and the code pro­
visions can be enforced through regular legal 
procedure.
Accountants should be interested, therefore, 
when a law has been passed for an industry 
which includes a provision containing, in part, 
the following language:
*Address before Eleventh Annual Fall Confer­
ence New York State Society of Certified Public 
Accountants, October 30, 1933.
". . selling . . . below the manufactur­
er’s cost, . . .  is an unfair trade practice. 
. . . the cost of the product . . . shall be 
considered to be the prime cost of material and 
direct labor; plus factory burden including 
taxes, depreciation, and ordinary obsolescence; 
plus selling, advertising, administrative, ware­
housing, transportation, collection and all other 
costs and expenses. Prime cost of material shall 
be understood to be the fair replacement cost 
of same.”
Another code contains the following pro­
vision :
“Cost shall be interpreted as the replacement 
price of merchandise plus every element of 
expense involved in completing the sale and 
delivery of the merchandise to a customer. . . ”
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S e l l in g  B e lo w  C o s t 
Forty-one o f the first sixty codes approved 
make provisions for prohibiting, or at least 
discouraging, the sale of goods below cost. 
In  some cases, the code defines the factors 
which shall be considered in  arriving at a 
definition o f costs. The code fo r the lumber 
industry lists in great detail the cost factors 
to be included in costs of production. The 
petroleum code provides that in the market­
ing o f petroleum products, such products shall 
not be sold "below cost o f manufacturing . . . 
plus reasonable expenses in  the cost of mar­
keting as observed under prudent manage­
ment, fixed taxes, and inspection fees”  which 
may be required by various governmental 
agencies. Several codes provide that goods 
shall not be sold below a "reasonable cost of 
production and distribution.”
The code for the salt industry contains this 
provision:
“No producer shall sell any grade of salt at 
a price which will net him, at his point of pro­
duction, a price less than his current cost of 
production or the current cost of the lowest 
cost producer in the field in which the sale is 
made. . . . ”
A  manufacturer of clothing engages in un­
fair competition i f  he sells a product "at a 
price below its cost as determined w ith o u t any 
subterfuge in accordance w ith sound account­
ing practice.”
I t  is to be expected, perhaps, that codes 
approved to date should contain a variety of 
proposals w ith respect to defining costs. Most 
codes, however, give authority to a commit­
tee of the industry to define terms and to 
agree upon formulas fo r cost determination. 
I f  industries are to have the responsibility for 
governing themselves, it seems essential that 
they be allowed considerable discretion and 
flexibility in dealing w ith this question.
M e th o d s  o f  U n i f o r m  A c c o u n t in g  
Consideration o f the questions raised in re­
lation to selling below cost and of the need 
for precise definitions o f cost terms lead to 
the problem of uniform accounting. In  forty 
of the sixty codes under consideration, pro­
vision has been made fo r the development of 
uniform accounting procedure. In  some of 
these cases, cognizance is taken o f existing 
developments fostered by trade associations 
in the field.
The electrical manufacturing code provides 
that "each employer shall, not less than once 
in each year, prepare and file . . .  an earn­
ings statement and balance sheet in  a form 
approved by said Board of Governors . . . 
or in a form acceptable to any recognized 
stock exchange.”  Employers in this field are 
required, also, to use an accounting system 
which conforms in principle with that pre­
pared by the trade association o f the industry.
The cotton textile industry has authority to 
establish, after recommendation to and approv­
al o f the Administrator, a bureau to render 
accounting and engineering service to its 
members, especially the small mills. Several 
other industries (men’s clothing, lace, coat 
and suit) have made similar provisions in  
their codes.
In  several instances, the code authority is 
permitted to examine the books and records 
o f members of the industry for the purpose of 
verifying data which may be submitted.
In  some of the codes recently approved, it  
is provided that uniform accounting methods 
shall be developed by the industry and shall 
then be submitted to the Administrator for 
approval w ithin a specified time after the ef­
fective date o f the code. Upon approval by 
the Administrator, complete advice concern­
ing the system shall be given to all members 
o f the industry. In  this connection one is 
prone to raise the question as to the extent o f 
the Administrator’s activities in the field of 
accounting. Is the accounting profession ready 
to acquiesce to the entrance of government 
into its field fo r the purpose of developing 
accounting methods for industry, installing 
systems o f accounts, and auditing the records 
thereafter ?
Although precedents have been overthrown 
and historical events forgotten during the past 
six months, one is disposed to raise the ques­
tion as to the ultimate success of government 
regulation over the accounting methods o f 
industry. The difficulties which have been 
encountered in administering the income tax 
procedure seem to indicate that government 
approval o f procedure does not remove the 
obstructions from the road which business 
management must travel.
There is no opportunity here to discuss in 
detail the advantage or defects of uniform ac­
counting as it has been developed by trade 
associations during the past twenty-five years.
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I t  is sufficient to say that at least 125 indus­
tries have made progress, to a greater or less 
degree, through voluntary action on the part 
o f many industries. The Recovery Act, and 
provisions of codes as approved, seem destined 
to give much needed impetus to a broader ex­
pansion of this movement. The Act was draft­
ed and passed for the purpose of relieving un­
employment and correcting conditions which 
had disorganized industry in all its phases. I f  
each field o f industry is to share in the general 
movement of rehabilitation, and expects to lay 
a sound foundation of measures directed to­
ward intelligent forward planning, serious at­
tention must be given to assuring the existence 
o f comparable methods for obtaining essential 
data. The development of uniform account­
ing procedure is an important element in the 
attainment of this objective.
I t  is not necessary to inform the accounting 
profession regarding the difficulties and delays 
encountered in the development of uniform 
methods of accounting for separate industries. 
Even where the firms in the industry are oper­
ating individually under adequate systems of 
accounting, it requires time to harmonize all 
of the differences and to take into considera­
tion the various viewpoints of individuals. In 
some of the codes approved, instructions are 
given to devise a uniform system and submit 
it  w ithin ninety days to the Administrator for 
his approval. This period is probably the 
minimum in which such a system may be de­
veloped. A fter its development, however, the 
system must be applied to the operations of 
each member of the industry and information 
obtained from the records. I t  is doubtful i f  a 
uniform system of accounting can be expect­
ed to show results in less than six months after 
initiation of efforts on the matter.
The time has come for constructive action 
in this field on the part of every member of 
the accounting profession, whether in public 
or in private practice. The accountant in in ­
dustry can assist in the development of uni­
form procedure by contributing the experience 
he has gained in meeting the daily require­
ments o f his employers for accounting in for­
mation. The public accountant can give of his 
general knowledge of accounting, economics, 
and business management, and can act as an 
impartial arbitrator when differences of opin­
ion arise w ithin an industry.
E f f e c t  o f  Codes o n  P r ic e  S t r u c t u r e  
In  seeking to attain the main objective of 
the National Industrial Recovery Act, that of 
restoring employment and increasing buying 
power, efforts have been concentrated on 
methods for shortening working hours and for 
increasing wages. Application of these meas­
ures to business enterprises has usually result­
ed in increasing operating costs. In  the ab­
sence of any counteracting influences, many 
business executives have advocated increases 
in the prices of their products as the principal 
means of recovering the added costs of doing 
business. One plan provides for adjustment 
of contracts entered into before passage of the 
Recovery Act.
A d ju s tm e n t  o f  C o n t r a c ts  
The first industrial code approved, that of 
the cotton textile industry, contains the fo llow ­
ing provision:
“W h e re  the costs of execu tin g co n tracts  en­
tered into in the C otton T e x tile  Indu stry  p rior  
to  the presentation to  C ongress of the N ational 
Industrial R ecovery  A ct are  increased by the  
application of the provisions of th at A c t  to  the  
industry, it is equitable and prom otive of the  
purposes of the A ct th at appropriate ad ju st­
m ents of such co n tracts  to  reflect such increased  
costs be arrived  at by arb itral proceedings or  
otherw ise.”
Essentially similar provisions are contained 
in sixteen more of the first sixty codes ap­
proved. I t  would seem that the general in ­
tent of this provision is to afford some measure 
of relief to the manufacturer as an inducement 
to agreeing to a code, w ith its implications of 
higher operating costs, especially where con­
tracts were made at lower price levels. In  the 
case of contracts entered into by the Federal 
Government w ith manufacturers and contrac­
tors, it has been indicated that legislation may 
be introduced in the next Congress to authorize 
reimbursement for additional costs incurred as 
as a result o f operating under codes.
In c re a s in g  P rice s  
In some instances provision is made against 
increasing prices of products sold after the 
effective date of a code more than to cover the 
actual additional costs incurred. In  one code 
(motor vehicle retailing trade) the follow ing 
provision is made:
“ N o dealer shall in crease the price of any  
m erchandise sold a f te r  the date hereof ov er the
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price of July 1, 1933, by more than is made nec­
essary by actual increases in wages, or invoice 
costs of merchandise, or by taxes, since July 
1, 1933, and in setting such price increases each 
dealer shall give full weight to probable in­
creases in sales volume and to refrain from 
taking profiteering advantage of the consuming 
public.”
Consideration cannot be given to a detailed 
analysis of the effects of codes on the costs of 
doing business. Labor costs, material costs, 
and overhead expenses have increased for many 
firms. Special taxes have been imposed on 
certain industries, while additional forms of 
taxes have been placed upon all industries.
On the other hand, the Recovery Adminis­
trator has sponsored a buying campaign to in ­
crease the volume of business done, w ith the 
expectation that such additional volume would 
absorb the increased costs. There is the further 
possibility that increased efficiency of opera­
tions may be attained.
F a ir  T ra d e  P ra c t ic e s  
A second objective of the Act, that of fos­
tering fair competition among and w ithin 
various industries, pertains to the elimination 
o f unfair competitive methods. Fair trade 
practices, as recognized by various industries, 
cover a wide range. Many of them deal w ith 
factors affecting the price structure of business. 
Among such price factors, in addition to those 
relating to selling below cost, may be men­
tioned those relating to price-discrimination, 
discounts, terms of credit, and reporting of 
prices.
Provisions requiring advance publication of 
prices on the part of all members o f an indus­
try together w ith reporting of prices on closed 
transactions, are intended to prevent price-dis­
crimination of various kinds. By placing of 
restrictions on forms and amounts of discounts 
or allowances to be granted to buyers, it is ex­
pected that the giving of unfair price advan­
tages may be ended.
Many of the codes approved deal w ith these 
and similar trade practices. Experience and 
studies made in different industries reveal 
wasteful methods o f operation prevalent 
throughout whole industries. Elimination of 
some and correction of others of these wastes 
through joint constructive efforts may result in 
savings of considerable proportions, and may 
salvage some firms from the economic scrap- 
heap. Initiation of cooperation between mem­
bers o f an industry in such matters as institu­
tional advertising, standardization, jo in t sales 
agencies, and other mutually advantageous en­
deavors may result in further counteracting the 
increased costs usually mentioned as resulting 
from compliance w ith codes of fair competi­
tion.
I t  can probably be said that the recovery pro­
gram is not entirely one-sided in imposing 
additional cost burdens on industry. Although 
the immediate effect o f operating under a code 
may be to increase out-of-pocket expenditures, 
particularly for wages and materials, there are 
other factors present which may counteract 
these additional costs. Determination of man­
agement policies adapted to the new conditions 
imposed as a consequence of operating under 
codes must be based upon a thorough analysis 
of the above factors, as well as of those which 
are peculiar to separate industries. Surely the 
accountant must be prepared to assist business 
management in solving the problems now be­
ing faced.
O th e r  P rice-Co n tr o l  M easures
Time does not permit consideration of other 
provisions found in codes for attaining price 
stabilization. These vary with each industry. 
In some natural resource industries (petro­
leum and coal), methods are outlined whereby 
prices may be established by action of author­
ities of the industry or o f the government. In  
the case of lumber, minimum prices may be 
fixed under certain conditions. Costs of pro­
duction are to be taken into account. In  the 
lime industry prices may be determined by dis­
tricts in accordance w ith average costs of pro­
ducers in each area.
The effect of prohibiting selling below cost 
is to establish a minimum price for products, 
either on the basis of individual costs or in  ac­
cordance w ith the lowest-cost producer in the 
field —  depending upon the code provision. 
Where sales below prices shown in published 
price lists are prohibited, the effect is essenti­
ally similar.
Whether the measures recommended per­
tain only to elimination o f minor trade abuses, 
or involve detailed methods for establishing 
prices, the accountants concerned w ith each 
code must be fu lly  informed regarding the 
necessary steps required to effectuate the code 
provisions.
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Sum m ary
The National Industrial Recovery Act, hav­
ing granted wide privileges to industry for the 
exercise of self-government, business execu­
tives are making plans for correcting trade 
practice abuses which may have existed, and, 
in addition, are formulating general policies 
to govern the future welfare of their indus­
tries. Many of these developments have only 
an incidental interest to accountants. Others, 
however, are of prime importance to the pro­
fession, since they deal with cost and price 
factors.
Members of the accounting profession—  
those employed in private enterprises as well 
as those engaged in public practice— are being 
afforded wide opportunities to participate in a 
constructive movement to raise the standards 
of business management and to place competi­
tion on a higher plane. Opportunities lie in 
several directions.
First, the accountant can direct attention to 
the need for sound accounting as a tool essen­
tial for the effective management of business 
enterprise. Accounting has a utility far 
broader in scope than to serve merely as a de­
vice for determining prices. Those charged 
with drafting codes of fair competition should 
be cognizant of this. The accountant, in his 
relations with drafters of codes, whether they 
be employers or clients, has the important re­
sponsibility of directing attention to this fun­
damental truth when codes are being devel­
oped.
Second, the accountant should be expected 
to give his wholehearted support to the effec­
tuation of code provisions, particularly those 
which fall within the range of his professional 
interest. The code authority, or committees 
of the industry, charged with administering a 
code, will need information and assistance on 
many problems. Reports which may be re­
quired should be compiled accurately and for­
warded promptly. Where uniform methods of 
accounting do not now exist, the accountant 
can furnish information and experience need­
ed  for their development. If, and when, uni­
form accounting methods are developed, 
the accountant should cooperate in accept­
ing and placing in operation the procedure 
developed for the industry. In some codes, 
permission is given to the code authority to 
inspect the records and accounts of all parties 
signatory to the code. Upon the accountant w ill
fall the responsibility for cooperating with 
the authority to expedite such examination.
Third, the accountant must constantly be 
ready to suggest improvements in accounting 
and reporting procedure as operations under a 
code may indicate. Continuation of industrial 
self-government under codes of fair competi­
tion depends upon successful operation of the 
business establishments which subscribe to 
them. If the "New Deal” method of conduct­
ing business is sound, everyone who has an 
interest in business must be willing to give the 
experiment a fair trial. If the method is un­
sound, or needs modification in any respect, the 
accountant is in a most strategic position to 
appraise the situation and suggest plans for 
correcting it. The accountant must not fail in 
meeting the challenge— his profession requires 
that this be done.
Uncle Sam’s Alphabet
AAA— Agricultural Adjustment Administra­
tion.
CCC— Commodity Credit Corporation.
CCC— Civilian Conservation Corps.
CSB— Central Statistical Board.
DLB— Deposit Liquidation Board.
FTC— Federal Trade Commission.
FCA— Farm Credit Administration.
FCT— Federal Coordinator of Transportation. 
FERA— Federal Emergency Relief Adminis­
tration.
FDIC— Federal Deposit Insurance Corpora­
tion.
HOLC— Home Owners Loan Corporation. 
NEC— National Executive Council.
NLB—National Labor Board.
NRA— National Recovery Administration. 
PW A— Public Works Administration.
RFC— Reconstruction Finance Corporation. 
SAB— Science Advisory Board.
TVA— Tennessee Valley Authority.
CODE ACCO UNTING PROVISIONS 
In addition to the ordinary closing 
procedure, every accountancy practition­
er must this year familiarize himself 
with all the accounting provisions in 
every code affecting his clients.
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The 1932 Federal Revenue Act*
and C om m ents on  Tax Levies in  1933
By J o h n  A. C o n l i n ,
WE are all acquainted w ith the fact that 
the 1932 Revenue Act w ith relation to 
income tax has increased the normal tax rates 
to 4% on the first $4,000.00 of income in  
excess of credits, and 8% on the remainder; 
that the surtax rates now apply on net incomes 
in  excess o f $6,000.00, being graduated to a 
maximum surtax rate of 55% on incomes in 
excess o f $1,000,000.00 ( i f  any person is so 
fortunate to be possessed of such) ; that the 
corporation rate has been increased to 13¾%, 
except where a consolidated return is filed the 
rate is established at 14½% with no privilege 
o f changing the manner o f filing  consolidated 
returns without either a break-up o f the 
affiliation or permission obtained from the 
Treasury Department to file separately. In  
addition, the personal exemption is reduced 
to $1,000.00 for a single individual and to 
$2,500.00 for a married person, w ith credit 
fo r dependent remaining as previously, 
$400.00, w ith modification in the rule that 
the credit for personal exemption and de­
pendents is now to be prorated by months 
w ithin the year provided a change in  the 
status occurs during the year. Such rule also 
applies to the income of a person dying during 
the year. Previously the exemption was al­
lowed according to the decedent’s status at the 
time o f death while now the exemption is to 
be prorated.
The exemption o f $3,000.00 previously al­
lowed corporations w ith incomes o f less than 
$25,000.00 has been eliminated, as likewise 
the credit fo r earned income previously al­
lowed individuals.
A  further change has occurred w ith respect to 
credits for dividends received from a domestic 
corporation to only permit such credit pro­
vided the paying corporation was subject to
*T h e  author addressed the T ru st C onference of 
th e N ew  Je rse y  B an k ers ’ A ssociation  and the 
Society of Certified Public A ccou n tan ts of the  
S tate  of N ew  Jersey . T h e E d ito r  requested him  
to  prepare som e additional com m ents w ith re fe r­
ence to the ta x  effect of certain  bills passed by 
the 1933 sh ort session of C ongress.
C.P.A., Newark, N . J.
income tax. In  other words, dividends re­
ceived from exempt corporation w ill now be 
subject to tax. Dividends received from Build­
ing and Loan Associations are subject, in  the 
hands of an individual, to both normal and 
surtax and are subject to normal tax in  the 
hands o f a corporation.
Likewise the former $300.00 exemption 
privileged an individual on dividends received 
from Building and Loan Associations, includ­
ing interest paid on notes issued by such As­
sociations, has likewise been dropped.
You may be familiar w ith  the litigation I 
carried on to determine whether net profits or 
dividends on matured Building and Loan 
shares, when received by corporations prior 
to 1932, were subject to tax in  the hands of 
the corporate taxpayer. The decision of the 
United States Board of Tax Appeals was fav­
orable but now the Government has appealed 
this decision to the Circuit Court, contending 
that the difference between the amount paid 
in and the amount received was either gain 
similar to any gain from sale o f other securi­
ties or else was a liquidating dividend, aban­
doning their first contention that such was in­
terest. This, I  might state, is in direct conflict 
w ith the previous rule as to receipt o f matured 
profits as affecting individuals and partner­
ships.
A  new provision now prohibits the deduc­
tion o f interest paid on indebtedness incurred 
in connection w ith the purchase or carrying o f 
an annuity, which had been quite a practice 
o f late years, as a great number of you are 
well aware of, especially as to certain insurance 
trusts created in prior years.
There has been no change w ith respect to 
the privilege for deduction o f bad debts, ex­
cept that the deduction allowable shall not 
exceed so much of the debt as is charged off 
w ithin the taxable year; but we come to the 
practical application of this rule, and may I 
state from recent observation o f examination 
of tax years 1929, 1930 and 1931, that a great 
deal o f attention is now given to claims for 
bad-debt allowances made on account of
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guaranteed brokerage accounts. I am now in 
the midst of a case wherein a bad-debt deduc­
tion was claimed on account of a guaranteed 
brokerage account, in which the guarantor was 
obligated to make good the final net deficiency 
in  the brokerage account and is now com­
pelled to show tha t at the tim e the guarantee 
orig ina ted  the party whose account was guar­
anteed was then solvent. Naturally, i f  the party 
was insolvent, the attitude of the Treasury 
Department appears to be that such payment 
was in the nature of a g ift and not a bona fide 
transaction w ith original expectation of no 
loss.
As to contribution deductions, may I direct 
attention to two changes in  the past policy of 
the Bureau of Internal Revenue; first, there is 
the most recent advice that corporations may 
now consider the deductibility o f contributions 
to unemployment emergency funds and similar 
organizations, provided the payment has in  a 
direct sense some reasonable relation to the 
taxpayer’s business, the Treasury Department 
stating in their announcement that each case 
would involve a question of whether the pay­
ment had a practical business significance and 
whether a financial return in proportion to the 
outlay could be reasonably contemplated; and 
the second and possibly more important action 
is w ith respect the denial of addition to ordi­
nary net income of any net capital gain of 
taxpayer in ascertaining or determining the 
basis for computing the fifteen per cent allow­
ance. Similarly a capital net loss need not be 
deducted from ordinary net income in  ascer­
taining the base for the fifteen per cent allow­
ance.
Then we come to the much troublesome 
section respecting security losses. There is no 
change from the old provisions in making 
deduction o f losses arising from the sale or 
exchange o f securities, which may be classified 
as capital assets, namely, those held fo r more 
than two years. There is, however, a new pro­
vision w ith respect to losses from the sale of 
securities owned less than two years, and which 
applies to individuals, partnerships and cor­
porations, w ith an exception made of dealers 
in securities, and banks or trust companies or 
any person carrying on a banking business. 
(For year 1933 see Section 218 of the Na­
tional Industrial Recovery Act.)
Such security losses are now deductible in 
the return of a taxpayer in the year in which 
they are sustained only to the extent o f gains
from similar transactions as derived from sales 
or exchanges o f securities also held less than 
two years.
I f  there appears an excess of losses over 
gains, such excess to an amount not in excess 
of the taxpayer’s net income fo r the taxable 
year may be carried forward only to the suc­
ceeding taxable year and applied against gains, 
i f  any, of that year from sales or exchanges of 
securities which are not capital assets. (See 
Section 218 N IR A .)
For illustration, i f  a taxpayer has ordinary 
income for 1932 of $25,000.00 and security 
losses of less than two-year ownership of $60,- 
000.00, he is, nevertheless, obliged to pay tax 
on the income o f $25,000.00, so he  derives no 
benefit whatever from his losses. I f  fo r 1933 
he likewise has no gains from security trans­
actions, the effect o f carrying over from 1932 
any portion o f his security loss transactions 
credit is o f no avail to reduce his taxable in ­
come.
Then again, suppose that fo r 1932 the tax­
able income is $50,000.00 and the losses from 
securities of less than two-year ownership is 
$80,000.00; there is no benefit from such 
loss fo r 1932, but this loss item may be carried 
forward into 1933 only to the extent, however, 
o f $50,000.00, fo r the reason the taxpayer is 
not permitted a deduction in the subsequent 
year for 1932 losses in excess o f ordinary net 
income which excess loss over ordinary net 
income, under the prior statute, would have 
resulted in no tax benefit because of the ab­
sence in such year o f fu ll income to offset such 
loss; then suppose that for 1933 the taxpayer 
has security gains of less than two-years’ own­
ership of $90,000.00, he may then apply his
1932 carry-over loss to the extent o f but $50,- 
000.00 against such 1933 security profits.
I t  is provided in the statute that these lim i­
tations of security losses do not apply to bonds 
issued by a Government or political subdi­
vision thereof, and that, o f course, includes 
the states and municipalities of this country 
and foreign countries and municipalities 
thereof.
This limitation of security losses does not 
apply to any loss sustained where security 
holdings o f less than two-year ownership be­
come worthless. In  such instance the fu ll loss 
is allowable only in the current year w ith no 
carry-over privilege.
There is further provision relating to "short 
sales”  of stocks and bonds which provides that
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gains or losses therefrom shall be considered 
as gains or losses from sales or exchanges 
which are not capital assets, irrespective o f the 
period of ownership, (Section 23 (s) and, 
therefore, are subject to the provisions of Sec­
tion 23 (r) lim iting loss deductions to the 
extent o f gains.
Let me direct attention to a new rule made 
by the Treasury Department w ith respect to 
capital assets. I t  is now provided that stock 
acquired by the exercise of rights must itself 
have been held for more than two years; that 
is to say, the two-year period begins to run 
from the date of the acquisition of the stock 
acquired through the exercise of the rights 
and not from the date of the acquisition of 
the stock w ith respect to which the rights were 
issued. This action is in accordance w ith the 
Board of Tax Appeals’ decision in R. E. Gris­
com, 22 B.T.A. 979.
May I direct attention to a point w ith re­
spect to gains and losses from sales or ex­
changes of Government and Municipal bonds 
held for over two years or held for less than 
two years.
You w ill recall that Section 23 (r) o f the 
Revenue Act provides for limitation of losses 
w ithin two years from sales or exchanges of 
stocks and bonds and Section 23 (t)  carries a 
definition o f stocks and bonds and excludes 
obligations o f a Government or political divis­
ion thereof.
Therefore, where an individual sold at a 
profit Government or Municipal bonds held 
for less than two years and at the same time 
sold at a loss ordinary securities held for less 
than two years, he has made no sale or ex­
change p ro fit  f ro m  the lik e  k in d  as contem­
plated in  the term  "stocks and bonds”  under 
Section 23 ( r )  and is not p riv ile g e d  to apply  
the ga in fro m  the sale o f G overnm ent or 
M u n ic ip a l bonds to h is losses o f corporate 
securities he ld  fo r  less than tw o years.
Consequently, all o f his profit from the sale 
of the Government or Municipal bonds is 
taxable and none o f the losses from his other 
sales may be absorbed by any of that profit 
but the latter may be carried forward into 
the next year.
Also, i f  a taxpayer sustains a loss on the 
sale of Government or Municipal bonds held 
for less than two years, and has no 1932 profit 
from sales or exchanges o f other securities 
owned less than two years, he is, nevertheless,
privileged to deduct the loss on the sale of 
his Government or Municipal securities held 
less than two years, for the reason the pro­
visions of the statute are not applicable to sales 
or exchange losses of this kind of securities.
If, however, a taxpayer sold Government 
or Municipal securities in  1932 owned for 
over two years, and, therefore, classified as 
"Capital Assets,”  then the old rule o f match­
ing up w ith other capital gains and losses of 
other securities applies.
The lim itation under this Section 23 (r) 
only applies to losses from sales or exchanges 
of stocks or bonds owned for less than two 
years and has no application to losses or gains 
from real estate sales or other type of assets 
that are not included in the definition of 
"stocks and bonds”  as found in Section 23 ( t ) .
Accordingly, where the individual taxpayer 
has gains from sales or exchanges o f non­
capital asset securities and held for two years 
or less and a loss from real estate transactions, 
or, say, trading in cotton or grain futures, 
which likewise are not capital assets, the gains 
are reportable in fu ll and the losses are de­
ductible in fu ll as heretofore without lim ita­
tion.
Section 23 ( r ) ,  making provision for the 
limitation of stock losses further provides that 
such losses shall be allowed only to the extent 
of the gains from similar sales w ithin the two- 
year period, including gains which may be 
derived by the taxpayer from the retirement 
o f his own obligations.
In other wor ds, a corporation may have sus­
tained losses during the year of ownership o f 
stocks held for less than two years and at the 
same time may have purchased some of its 
own bonds at less than the issuing price, show­
ing a gain therefrom.
Under the Supreme Court’s decision in the 
K irby Lumber Co. case the gain to the cor­
poration upon the purchase and retirement of 
its bonds would be an offset against these 
other losses, but i f  the corporation received a 
profit upon reacquiring its own outstanding 
stock, I do not feel that such gain, i f  any, 
could offset the other security sales loss because 
o f the language o f Section 23 ( r ) ,  wherein 
the phrase is used "from  the retirement of 
its own obligations.”  Capital stock is not an 
obligation of the issuing corporation as would 
be its own bonds, and the courts have held a 
corporation derives no gain nor loss in  trans­
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actions involving its own capital stock.
The old rule of wash sales is still carried 
in the 1932 Act, wherein is denied a deduction 
fo r loss on sale o f securities i f  w ithin thirty 
days before or after the sale identical securities 
are acquired.
A  recent decision o f the Board o f Tax Ap­
peals held that in  the filing  of a separate or 
jo in t individual return this rule shall not apply 
as between husband and wife, the Commis­
sioner previously holding that on a jo in t return 
such losses would be disallowed on the theory 
that the purchase and sale should be regarded 
as though made by one individual, the Board 
in  their opinion stating:
"Had the petitioner and his w ife filed 
separate returns, there would be no ques­
tion about the deductibility of the losses 
sustained by each. In  filing  a single joint 
return, they lost none o f such rights; each 
remained an individual, and as such a tax­
payer w ithin the meaning o f the statute.”
The old rule that permitted the carrying 
forward for a period o f two years of a net 
business loss has been amended to permit the 
allowance thereof only into the next succeed­
ing year. (See Section 218 N IR A .)
There is another new provision in the Act 
which provides that no loss deduction shall 
be allowed under the heading of "Lossess”  i f  
at the time of filing  a return such a similar 
loss has been claimed as a deduction for 
estate tax purposes in an estate tax return.
In  other words, such losses are allowed 
either as deduction from gross estate on an 
estate tax return i f  incurred during settlement 
o f an estate, or they may be deducted for in ­
come tax purposes, but not in both returns.
May I just say a word w ith respect to the 
capital gain or loss provision, that is, where 
there are capital gains, it  always involves two 
computations in order to determine whether 
it  is o f advantage to the taxpayer, on account 
o f the amount of his other sources of income, 
to pay a flat 12½% capital gain tax or else 
to include the capital gain w ith  his other in ­
come and pay the usual normal and surtax 
rates thereon. This, you w ill recall, is the 
taxpayer’s option according to his best in ­
terests, and the same is true w ith respect to the 
lim itation o f capital losses, but there the in­
terest turns to the opposite side in the com­
putation, wherein it is provided that the de­
duction or credit fo r capital loss shall not
reduce the tax below what it ordinarily would 
be without the application of this separate 
computation or otherwise by considering the 
loss as an ordinary loss.
There is another point that I  wish to call 
attention to, and that is, Section 101 (c) (5) 
provides that capital net gain means the excess 
of the total amount of capital gain over the 
amount o f the capital losses; and note this: 
less also the amount, i f  any, by which the 
ordinary deductions o f a taxpayer exceeds his 
otherwise gross income. As an illustration, 
say the taxpayer’s net capital gain is $1,000,-
000.00 and the difference between his ordinary 
income consisting o f salaries and dividends 
and his taxes, interest paid and bad debts is 
a deficit o f income compared w ith deductions 
o f $200,000.00, he may then deduct this 
$200,000.00 from his $1,000,000.00 capital 
gain and pay his capital gain tax on the net of 
$800,000.00.
The lim itation on capital stock and bond 
losses applies only to sales or exchanges. It  
has no effect on securities that have become 
worthless. Worthless securities are deductible 
in  the year in  which they became entirely 
worthless and although taxpayers in the past 
pursued the practice o f selling their worthless 
securities fo r $1.00 merely to establish a loss, 
they now run the risk of the limitation credit 
o f twelve and one-half per cent thereof, 
whereas i f  they were to make the claim for 
the fu ll loss it  would be without the limitation, 
notwithstanding the fact the security was 
owned for more than two years.
There is a new provision in the 1932 Rev­
enue Act dealing w ith capital net gains and 
losses, wherein it  is now provided that in 
determining the period for which a taxpayer 
has held securities, the acquisition of which 
resulted in the non-deductibility on account of 
a wash sale o f the loss from the sale or other 
disposition o f substantially identical securities, 
there shall be included the original period for 
which he held the stock or securities the loss 
from which was not deductible.
This new provision closes an old loophole 
in the wash sales provision found in the Rev­
enue Act of 1928. Now i f  the total period 
during which the old and new securities are 
held is more than two years, then the new 
securities are classified as capital assets and 
their later sale at a loss represents a capital 
loss rather than an ordinary loss as previously 
permitted.
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The salaries o f the President o f the United 
States and all Federal Judges taking office after 
the enactment of the 1932 Act, are now sub­
ject to tax.
Another new feature has to do w ith carry­
ing charges on unproductive property, prior 
laws having made no specific mention w ith 
respect to taxes, interest charges or other carry­
ing costs on unproductive property. The 1932 
Revenue Act provides that taxes and other 
carrying charges on unimproved and unpro­
ductive real property may be added to the cost 
or other basis of the property where they 
have not been previously taken as a deduction.
A  new provision refers to the transmission 
o f installment obligation upon the decease of 
taxpayer. Previously it  was held that the 
estate must pay the income tax on the fair 
market value of the obligations at the date of 
decease of the taxpayer. Under the new law 
the income tax on the remaining installments 
is payable by the beneficiaries in the years in 
which the installments fa ll due and are paid 
provided a bond is given as security for the 
payment of the tax.
W ith  respect to real estate sold on the in ­
stallment plan basis and in which the pur­
chaser later defaults in  his payment and the 
vendor reacquires the property, the acquisition 
is a transfer by the vendor of the purchaser’s 
unpaid obligation fo r the property and gain or 
loss is realized in  the year of acquisition.
A  new Treasury Decision has been issued, 
December 23, 1932, No. 4360 by the Com­
missioner w ith respect such transactions. Time 
limitations w ill not permit a detailed review 
and discussion o f the decision.
Section 166 defining a revocable trust, and 
section 167 stipulating the conditions under 
which income of a trust is to be included in 
computing the net income o f the grantor, have 
now been rewritten in the interest o f prevent­
ing tax avoidance. Section 166 is changed to 
extend the scope of operation of that section 
to include cases where the power to revest in 
the grantor title to any part o f the corpus of 
the trust which is held either alone or in con­
junction w ith the grantor, by a person not 
having a substantial adverse interest in such 
part of the corpus or o f any income therefrom.
Section 167, providing fo r the taxation to 
the grantor of income of a trust held or ac­
cumulated for his benefit, is changed to cover 
substantially all cases in which the income 
may inure to the benefit of the grantor.
In  the case o f Lewis vs. White, the Com­
missioner for 1928 had added to taxpayer’s 
income the income of a trust he had created 
fo r his w ife which was revocable under certain 
conditions.
The statute provided for the taxation to 
the grantor o f the income of such a trust where 
the grantor has:
“A t any time during the taxable year, either  
alone o r  in conjun ction  w ith any person not a 
beneficiary of the tru st, the pow er to  revest in 
him self title  to any p art of the corpus of the  
tru st.”
In  the trust instrument the grantor has re­
served the right to revoke the trust at any time 
after the first o f any year prov ided  the trustees 
were no tified  o f such intention at any time 
d u rin g  the calendar year im m edia te ly preced­
ing . The language of the instrument provided.
“ T his instrum ent m ay be revoked, destroyed  
o r am ended by the tru sto r  on o r  a f te r  th e first 
day of Ja n u a ry  in any y ear but only upon con ­
dition th at and provided the trustor shall in the 
preceding calendar year have notified in w ritin g  
the trustees of his intention to  so revoke, destroy  
o r am end this in stru m en t.”
The court decision fu lly  recognized the ease 
with which the tax by means o f  th is  in s tru ­
ment, was avoided. The creator o f the trust 
lost very little  for in the follow ing year he 
could exercise complete control over the trust 
i f  he wished by merely notifying the trustees 
of his desire to change or destroy the instru­
ment before the first o f the year. The court 
case was decided in January of 1932, and in ­
cluded in the court decision was this language:
“ C on gress in adopting the language in w hich  
Section 166 is couched leaving donor open fo r  
the evasion of su rtaxes , th e donor m ay not be 
closeted by departm ental o r  judicial construction  
nor does the fa ct th at such possibility of evasion  
exist operate to exten d the ta x in g  pow ers of 
C ongress to  the point w here they can  ta x  one 
person on the incom e of another when th at 
incom e is w holly and com pletely acquired and 
beyond any pow er or righ t in the ta x p a y e r  to  
reach  o r  con trol its disposition in any m anner 
w h atsoever.”
I t  is interesting to note that although certain 
clarifying changes were made to this Section 
166 when the 1932 Act was drafted, the 
phrase, "A t any time during the taxable year,”  
was not changed and the devices used in  this 
Lewis case are as effective under the 1932 Act 
as under the prior Act upon which this de­
cision was based.
The Government took an appeal to the
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District Court decision in  this Lewis case but 
it  was dismissed by the higher court without 
opinion.
There is a new provision (Section 112 (k ) 
added which provides for the now recognition 
of gain from the exchange or from the dis­
tribution of stock or securities to or from a 
foreign corporation, unless prior to the ex­
change or distribution i t  is established to the 
satisfaction of the Commissioner o f Internal 
Revenue that the transaction is not in pursu­
ance of a plan having one o f its principal 
purposes the avoidance o f income tax. Prop­
erty, previously, could be transferred to foreign 
corporations without recognition of gain un­
der the exchange and reorganization sections 
o f the prior Acts. This constituted a serious 
loophole fo r avoidance o f taxes; taxpayers 
having large, unrealized profits in securities 
could transfer such securities to corporations 
organized in countries imposing no tax upon 
the sale of capital assets, then by subsequent 
sale o f these assets in  the foreign country the 
entire tax upon the gain was avoided.
A, an American citizen, owning, 100,000 
shares of stock in  Corporation X , which 
originally cost him $1,000,000.00 but now 
has a market value of $10,000,000.00, instead 
o f selling the stock outright organized a cor­
poration under the laws of Canada, to which 
he transferred the 100,000 shares of stock in 
exchange fo r the entire capital stock of the 
Canadian corporation. This transaction was 
previously recognized as a non-taxable ex­
change. The Canadian corporation by then 
selling the stock o f Corporation X  fo r $10,-
000,000.00 in cash, was exempt from tax 
thereon under the Canadian law and would 
not naturally be taxable under the laws o f the 
United States. The Canadian corporation 
could then organize Corporation K  under the 
laws of the United States and transfer the 
$10,000,000.00 cash received upon the sale of 
Corporation X  stock in exchange for the entire 
capital stock o f Corporation K, and the Ca­
nadian corporation then distribute the stock of 
Corporation K  to A  in  connection w ith  a 
reorganization.
By this series o f transactions A  has had the 
stock o f Corporation X  converted into cash 
and now has the cash in complete control 
without tax. The application o f this Section
112 (k ) now prevents the application o f the 
exemption rule to such a transaction.
Linked up w ith Section 112 (k ) is Section
901 o f the Revenue Act, which provides upon 
the transfer o f stock or securities by a citizen 
or resident o f the United States, or by a do­
mestic corporation, partnership, or by a trust 
to a foreign corporation as paid-in surplus or 
as a contribution to capital, or to a foreign 
trust or partnership for the imposition o f an 
immediate excise tax equal to 25% o f the 
excess of the value o f the stock or securities 
so transferred over the cost price or basis to 
the taxpayer, but such excise tax shall not be 
imposed provided the transferee is an organi­
zation exempt from income tax, or i f  prior to 
the transfer it  has been established to the sat­
isfaction of the Treasury Department that such 
transfer is not in  pursuance o f a plan having 
one o f its principal purposes the avoidance o f 
Federal income taxes. The tax under this Sec­
tion is due and payable immediately at the time 
of transfer and not as is usual, after the close 
o f the year.
The purpose o f this excise tax is to check 
transfers of stocks or securities in  which there 
is large appreciation o f value to foreign cor­
porations or trusts fo r the purpose o f avoid­
ance o f taxes on capital gains.
As an example, A, who owns substantially 
all the stock in a foreign corporation, trans­
fers stock or securities which have appreciated 
in value to such corporation as paid-in surplus, 
and thereafter the corporation sells such assets 
and invests the proceeds of the sale. Thus the 
proper tax upon the realized gain is lost, al­
though A  retains complete control over and 
derives all benefit from the proceeds of the 
sale, A  participating in no transaction in which 
gain could be attributed to him under the ex­
isting statutes, before the change above re­
ferred to.
W ith  respect the question o f recognition o f 
gain or loss on sale or exchange of property, 
especially w ith respect to mergers, I  would d i­
rect your attention to a change in the policy o f 
the Treasury Department w ith relation to such 
mergers that have taken place in  the past, 
wherein a stockholder received in exchange 
for his old shares, not only new stock in 
another corporation, a party to the merger, but 
also bonds or notes o f such corporation.
The statute provided that no gain or loss 
shall be recognized i f  stock or securities in  a 
corporation a party to a reorganization are, in 
pursuance o f a plan o f reorganization, ex­
changed solely fo r stock "or securities”  in such 
corporation or in another corporation, a party
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to the reorganization. For illustration, i f  a 
stockholder exchanges his holdings fo r stocks 
and bonds or other securities o f the new cor­
poration, such securities received were classi­
fied under the heading o f "or securities,”  but 
recently, due to the court decision in Pinellas 
Ice &  Cold Storage Co., the Treasury Depart­
ment is not recognizing these transactions as 
wholly non-taxable, pending the decision 
thereon o f the Supreme Court.
In  the Pinellas case the transaction involved 
a sale for cash and short-term notes secured 
by bonds and cash which notes were payable 
in  the succeeding year.
The Supreme Court January 9th this year 
decided that such a sale was for the equivalent 
o f cash and fu ll gain must be recognized and 
not limited as is provided under the reorgani­
zation section o f the Act, the Court stating:
“ C ertainly  w e think th at to  be w ithin the  
exem ption the sellor m ust acqu ire an  in terest 
in the affairs of the purchasing com pany m ore  
definite th an th at incident to  ow nership of its  
sh o rt-te rm  pu rch ase m oney notes.”
I  have a case at issue wherein the terms of 
sale were cash and long-term bonds, and in 
answer to my inquiry made since January 24th 
the General Counsel stated his office has not 
as yet decided whether the receipt o f long-term 
bonds under the Supreme Court decision in 
the Pinellas case would come under the classi­
fication o f "or other securities”  received in 
pursuance to a plan o f reorganization.
As to the cost or basis o f property, the old 
rule still follows that such in the hands of 
taxpayers shall be the original cost, or in  the 
case of property acquired before March 1, 
1913, i f  the basis is less than the fa ir market 
value as at March 1, 1913, then the basis shall 
be the fa ir market value as at March 1, 1913, 
and again in the case o f gifts received prior to 
January 1, 1921, the value of the g if t at the 
time o f receipt thereof shall be the basis, and 
gifts received subsequent to December 31, 
1920, shall be the basis as would be in  the 
hands of the donor or last preceding owner by 
whom it was not acquired by gift.
There is now found in the statute provision 
fo r depreciation adjustment on depreciable 
assets when sold which now provides that for 
any period subsequent to March 1, 1913, de­
preciation must be computed to the extent 
allowed but not less than the amount allow­
able, and in determining the basis as at March
1, 1913, consideration must also be given for
depreciation prior thereto to the extent actually 
sustained.
By Section 111(a), the basis fo r determin­
ing the amount of gain or loss is the "adjusted 
basis as provided in  Section 113(b ).”  In  the 
1928 Act the corresponding phrase was "the 
basis provided in  Section 113.”  By this change 
i t  is specifically provided that the basis in 
the hands o f a transferee is the basis o f the 
predecessor owner, after adjustment for de­
preciation. The Board o f Tax Appeals in 
Burlington Gazette Company, 21 B.T.A. 156, 
held that under the 1928 Act, Section 111 
meant the predecesor owner without adjust­
ment fo r depreciation.
Section 113(a) (8) is amended to provide 
that as to property paid into a corporation as 
paid-in surplus or as a contribution to capital, 
the basis to the corporation shall be the same 
as to the transferor. This removes the effect 
o f the decision o f the Board of Tax Appeals 
in  Rosenbloom Finance Corporation, 24 B.T. 
A. 763.
Another loophole in  the law, involving re­
organizations, whereby taxpayers have been 
able to increase the basis o f assets for deprecia­
tion and determination o f gain or loss by 
securing new interests to the extent of only 
21 per cent is narrowed by a revision of Sec­
tion 113(a) (7 ), which now provides that i f  
the property was acquired after December 31, 
1917, by a corporation in connection w ith a re­
organization, and immediately after the trans­
fer, an interest or control in such property o f 
50 per cent or more (this percentage was 80 
in the 1928 Act) remains in  the same persons 
or any o f them, then the basis shall be the 
same as it  would be in the hands o f the trans­
feror, increased in  the amount of gain or de­
creased in the amount o f loss recognized to 
the transferor upon such transfer under the 
law applicable to the year in  which the transfer 
was made.
Section 113(b) (1-D ) reduces the basis of 
stock fo r all prior tax-free distributions as 
well as for those distributions which operate 
as a reduction of basis under the prior law.
Hidden in  a remote part o f the statute is 
Section 111, which provides that when used 
in  the Act:
“T h e  term  ‘partn ership’ includes a  syndicate, 
group, pool, jo in t venture, o r  o th er un in cor­
porated organ ization , th rou gh  o r  by m eans of  
w hich any business, financial ] operation , o r  
venture is carried  on, and w hich is not, w ithin
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the m eaning of this A c t, a  tru st o r  estate  o r  a  
co rp o ra tio n ; and the te rm  ‘p artn er’ includes a  
m em ber in such a  syndicate, group, pool, jo int 
venture, or organ ization .”
The report of the Senate Finance Commit­
tee, referring to this added provision, states:
“ Som e confusion has existed  ov er the re ­
quirem ents of the p rior acts  as to  the tim e and 
m anner of returning incom e fro m  the op era­
tions of jo in t ventures, syndicates, pools, and 
sim ilar organizations. I f  th e syndicate w as not 
an association, partnership, or tru st within the  
m eaning of the a c t  th ere  w as n o exp ress re ­
quirem ent in the ac t or regulations fo r  the  
filing of a syndicate return , and the sole re ­
sponsibility of m aking retu rn s of the annual 
gains and losses of the syndicate w as placed  
upon the several m em bers.
* * *
“ T h e bill does aw ay w ith this un certain ty  by 
placing all jo int ventures, syndicates, pools, and  
sim ilar organizations, w hich do not constitute  
associations or tru sts, in the ca teg o ry  of p a rt­
nerships, and the m em bers o f  such syndicates, 
pools, etc., in the ca teg o ry  of partn ers. T h is  
provision will have the effect of requiring the  
syndicate to  file a  partnership retu rn  and will 
thus m ake it easier fo r the m em bers to  d eter­
m ine the distributive shares in the syndicate  
gains and losses w hich are  to  be included in 
th eir ow n retu rn s.”
As to the new excise taxes imposed under 
the new Act, a question arises as to just what 
items of such may be deducted as taxes by an 
individual not engaged in business. There are 
two types o f such excise taxes, manufacturer’s 
taxes and consumer’s taxes. Time w ill not 
permit a detailed review and discussion of this 
phase of the new Act.
We now have the new regulations No. 78 
issued as of December 7th, w ith respect the 
involved question of consolidated returns, 
especially as to the application of operating 
losses of companies prior to affiliation and 
gain or loss resulting from sale o f subsidiary 
holdings. Net operating losses of corporations 
sustained prior to affiliation may be deducted 
in the later consolidated return in the same 
manner, to the same extent and upon the 
same conditions as i f  the consolidated income 
were the income of such corporation, limited, 
however, to the cost o f the stock of such cor­
poration to the group. This lim itation w ill 
make it  profitless to a parent corporation to 
purchase stock for the purpose o f gaining the 
benefit o f a deduction in excess of what is paid 
fo r the interest in the corporation acquired.
Then as to sale of holdings in  affiliated 
corporations, who during the period of affilia­
tion had either operating gain or loss and 
such was included in the consolidated return 
of the affiliated group, i t  is provided:
“ Gain o r  loss from  the sale o r o th er disposi­
tion (w h eth er o r  not during a  consolidated re ­
tu rn  p erio d ), by a  corp oratio n  w hich during  
any period of tim e (a f te r  the beginning of the  
taxab le  y ear 1 9 3 2 ) has been a  m em ber of an  
affiliated group w hich m akes o r  is required to  
m ak e a  consolidated retu rn , of any share of 
stock  o r  any bond issued by another corp oratio n  
w hich during any p art o f such period w as a  
m em ber of the sam e group, shall be determ ined, 
and the exten t to  w hich such gain or loss shall 
be recognized shall also  be determ ined, in the  
sam e m anner, to  the sam e exten t, and upon the  
sam e conditions as though such corporations had  
never been affiliated.
* * *
“ T h e basis fo r determ ining the gain or loss, 
in the case of shares of stock  held during any  
p art of a  consolidated retu rn  period, shall be 
determ ined in acco rd an ce w ith artic le  34 .”
In  brief, operating losses o f a subsidiary do 
not affect the basis except where losses subse­
quent to 1929 were applied in a consolidated 
return and used as an offset against the parent 
company’s income and the subsidiary had no 
subsequent income against which the losses 
could be applied under the net loss carry-over 
provision o f the law.
Article 34 provides a very involved plan of 
determination of basis.
W ith  respect to property transmitted at 
death, the rule still holds that the basis shall be 
the fa ir market value o f the property at the 
time of death of the decedent w ith respect:
{a ) Personal property acquired by specific 
bequest.
(b )  Real property acquired by general or 
specific devise.
(c) Property, whether real or personal, in 
the hands of a decedent’s estate ac­
quired by the estate from the decedent. 
(d )  In  the case of all other property the 
basis shall be the fa ir market value at 
the date of distribution to the tax­
payer.
There is here involved a question as to what 
is the date o f distribution to a beneficiary who 
receives after the death o f a life  tenant, the 
w ill, let us say, providing a life  interest to 
widow and at her death the remainder to the 
children. The widow dies July 30th and phy­
sical distribution is not made until say Decem­
ber 1st. This involves many conflicting court 
decisions, and I would suggest reference to G.
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C. M. 10,260 and 26 B.T.A. page 896 in  the 
matter o f R. W . Hard.
There is one section that has remained un­
changed for many years and which at times 
little  or no interest has been given to, but, 
nevertheless, when it does strike it causes real 
concern, and I  refer to Section 104 which pro­
vides for imposition of penalty against cor­
porations, no matter however created or organ­
ized, which have been formed or are availed 
of fo r the purpose of preventing the imposi­
tion of the surtax through the medium of per­
m itting its gains and profits to accumulate in ­
stead of being distributed, wherein, in addition 
to the assessment o f the regular income tax 
against such a corporation, a penalty of 50% 
of the corporation’s income is charged.
Looking back into 1928 and 1929, where 
personal holding companies had been organ­
ized to hold securities of individuals and gains 
of the corporation were permitted to accumu­
late and were not distributed, these corporations 
have recently been examined and in instances 
the penalty imposed. The mere fact that the 
corporation has subsequently sustained severe 
operating losses or depreciation in its asset 
holdings has no effect upon the application of 
this Section w ith respect to prior years.
I can state from my experience that a great 
deal o f activity has occurred on the part o f the 
Treasury Department in its administering of 
this Section, and while there have been but two 
decisions, one by the Board o f Tax Appeals 
unfavorable to the taxpayer and since con­
firmed in the Circuit Court and by a District 
Court favorable to the taxpayer, the majority 
o f cases have been compromised or settled to 
avoid fixing precedents based on court de­
cisions.
Now as to the Federal estate tax, in sum­
mary these are the principal changes as found 
in the 1932 Revenue Act:
The exemption has been reduced to $50,-
000.00, and in addition, a new tax added that 
may be referred to as a "super tax”  and is 
found by computing a tentative tax at the 
established rates found in  the 1932 Revenue 
Act, and determining the excess of such tax 
over the amount computed at the rates found 
in the 1926 Revenue Act; this difference is 
to be listed as a separate tax, and is in addition 
to the old estate tax computed under the 1926 
Revenue Act, under which latter there is al­
lowed credit up to 80% thereof fo r State in ­
heritance tax, which credit, however, is not
similarly privileged in  determining the excess 
or super tax under the 1932 Act.
The credit o f 80% allowed fo r inheritance 
tax paid is to be limited to the inheritance 
tax paid in the State of domicile of the dece­
dent, and this credit is only to be computed 
after the g ift tax credit has been deducted. 
A t times it was not possible to determine and 
pay the State inheritance tax w ithin the three- 
year period previously allowed by the Federal 
statute. For purposes of credit this time has 
now been extended from three to four 
years after filing  of the return w ith the further 
provision that i f  an appeal is taken before 
the United States Board of Tax Appeals, 
then the period is extended to a period w ithin 
sixty days after the decision of the Board be­
comes final.
Further amendment is found in Section 
803, which is to clarify in  certain respects the 
amendments made to Section 302(c) o f the 
Revenue Act o f 1926 by the joint resolution 
of Congress March 3, 1931, which was then 
adopted to render taxable a transfer under 
which the decedent reserved the income fo r 
his life. The jo in t resolution was designed 
to avoid an effect o f decisions o f the Supreme 
Court holding such a transfer not taxable i f  
irrevocable and not made in  contemplation o f 
death.
New language is now added so that trans­
fers are taxable where the period for which 
income is reserved shall include periods which 
are not ascertainable without reference to death 
and/or periods which do not in fact end be­
fore death.
Also the old provisions relating to the tax­
ation o f all gifts made in excess of $5,000.00 
w ithin two years o f death has been eliminated 
and a new provision added that all gifts made 
w ithin two years of death o f decedent are 
deemed to have been made in  contemplation 
o f death, unless shown to the contrary.
There is also provided as a credit the 
amount of gift-tax paid upon any transfer, 
the value of which is included in the estate 
return, limited, however, to an amount bearing 
the same ratio to the estate tax that the amount 
o f gifts included in  the gross estate bears to 
the total gross estate. The value of the g ift 
to be included in gross estate shall be the value 
at date o f g ift or at date o f death, whichever 
is lower.
There is further amendment w ith respect to
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property previously taxed and providing fo r 
a decrease in such deduction therefor by a pro 
rata part o f the other deductions allowed the 
estate.
There is also added by Section 804 an 
amendment to provide that relinquishment of 
dower or courtesy shall not be considered to 
any extent a consideration in  money or money’s 
worth.
A  further provision is to extend the period 
fo r payment on account of undue hardship not 
to exceed eight years.
No doubt, in  the administration of your de­
partments, you have been faced in recent years 
w ith the problem o f depreciated estates, especi­
ally o f those coming to hand subsequent to 
1929. Let me give to you the result of my 
experience in this matter running back fo r a 
period o f three years
A  Committee was organized, o f which I 
was a member, and which met from time to 
time at Washington, to consider this question 
o f depreciated estates whose taxes were still 
unsettled. Many conferences were had, in ­
cluding a number w ith  the officials o f the 
Treasury Department and Under-Secretaries of 
the Treasury.
As a result, it was finally determined that 
the Treasury Department fe lt that any relief 
was legislative and not administrative, so, 
therefore, two plans were considered: one, to 
ask Congress to enlarge or to define the term 
"or other casualty”  as found in  Section 303, 
permitting losses so incurred during the ad­
ministration o f the estate as a deduction from 
gross estate so as to include those substantial 
depreciation in estate values, especially when 
during the administration o f the estate forced 
sales occurred; and the second plan was to 
consider that the tax should only be payable 
in  kind, that is to say, if, at the date of death, 
the estate consisted of 1,000,000 bushels of 
wheat w ith a rate o f tax 20%, or 200,000 
bushels, and later, due to this depression of 
value, the result was only 100,000 bushels, 
the same ratio of tax, that is, 20% should be 
found, or 20,000 bushels.
This last plan o f " in  kind”  was presented 
to Congress. As a result, Section 810 was 
written into the original Revenue Act and 
passed the House o f Congress, and which 
permitted the revaluation o f the assets o f a 
decedent eighteen months after date o f death 
in lieu o f the value at date o f death, and the 
tax would then be determined on the basis just
stated. Unfortunately, this provision was elim­
inated by the Senate and was not restored by 
the Conference Committee o f both Houses.
To point out to you some of the extreme 
hardships disclosed, let me state that there 
were two cases presented by the representatives 
o f such estates to the Ways and Means Com­
mittee o f Congress. One estate, possessed o f
88,000 shares of Montgomery Ward stock, 
the decedent dying in  August of 1929, was 
charged w ith valuation o f $130.00 per share, 
the tax o f which averaged $26.00 per share. 
A t the time o f these hearings the market value 
of Montgomery Ward was but $6.00 per share 
— less than 25% o f the tax itself on the shares.
The other case presented to Congress was 
one in which I  represented the executor and 
in  which a majority o f the assets were com­
pulsorily sold w ith no possibility o f recovery 
back to the assessed value. The sale price did 
not equal 30% of the valuation at date of 
death, and you can realize the extreme hard­
ship in that case.
Having failed in  this effort, upon receipt 
o f final notice from the Treasury Department, 
a petition to the United States Board of Tax 
Appeals was filed and contained as an allega­
tion o f error the fact that the words "or other 
casualty”  should include allowances during ad­
ministration of an estate o f losses as similarly 
occurred in this estate.
A t this point let me draw attention to the 
manner of accounting of executors of such 
estates.
Suppose a decedent is possessed o f shares 
o f stock in a closely held manufacturing cor­
poration, the book value of which is $300.00 
per share, the basis fo r Federal Estate Tax 
computation. Now further suppose the cor­
poration had but a few shares outstanding but 
a large surplus. Suppose further after the 
death o f this decedent the corporation con­
tinued to operate (at a loss) but continued to 
pay dividends from such surplus, all of which 
surplus was earned prior to the date o f death 
of this decedent and formed the basis for the 
$300.00 per share valuation fo r Estate Tax 
purposes. Suppose the w ill set up the entire 
estate in  certain trusts.
Question: W ould the executor be justified 
in  paying these dividends received to a life  
tenant inasmuch as they are, in effect, a return 
o f corpus and should be retained and rein­
vested ?
Now go one step further; what should
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similar trustees do w ith respect to dividends 
received in  1932 from corporations, that may 
be listed on the Stock Exchange, that operated 
at a loss but nevertheless paid dividends from 
surplus? I  say the Trustees should make in ­
quiry o f the paying corporation and i f  the 
payment came from surplus earnings o f periods 
prior to the date o f death o f the decedent then 
proper allocation should be made of such 
credit to the corpus o f the trust and no report 
should be made on form 1041 except as a 
memo.
I  have had approximately a dozen confer­
ences w ith the Bureau heads at Washington 
and the Under-Secretary o f the Treasury with 
respect the question of such estates submitting 
Offers in Compromise, and the conclusion has 
been reached and a precedent established, after 
consideration by the Under-Secretary o f the 
Treasury, the Commissioner of Internal Rev­
enue and his General Counsel, that no com­
promise may be accepted where it  can be 
shown the fu ll tax can be collected, irrespective 
o f the hardship.
Now we come to the gift-tax provision, 
which is new and w ith rates beginning at 
three-fourths of 1 per cent and increasing 
until a rate of 33½%  on net gifts is reached. 
Gifts of $5,000.00 or less each are not taxable.
The g if t tax applies only to gifts made after 
midnight, June 6, 1932.
Gifts made in  trust, the donor reserving the 
power to change the beneficiary of the trust, 
such power being reserved either fo r himself 
alone or in conjunction w ith  others, are not 
subject to the g ift tax until the donor releases 
his power over the trust.
In  order to protect those creating revocable 
trusts, it  is provided that such tax shall not 
apply to a transfer o f property in  trust where 
the power to revest in  the donor title  to such 
property is vested in the donor either alone 
or in conjunction w ith any person not having 
a substantial adverse interest in  the disposition 
o f such property or the income therefrom, 
but the relinquishment or termination o f such 
power shall Be considered to be a transfer by 
g ift o f the property subject to such power, and 
any payment o f the income therefrom to a 
beneficiary other than the donor shall also be 
considered as a g ift by the donor o f such 
income.
This g ift tax only applies to gifts made by 
individuals and does not include gifts made 
fo r the use o f the United States or any terri­
tory or subdivision thereof for public purposes,
or to any corporation or trust or community 
chest fund or foundation organized and oper­
ated exclusively fo r religious, charitable, scien­
tific, literary or educational purposes.
Under the 1932 Act gifts for the purpose 
o f determining tax are cumulated, which is a 
departure from the procedure found in the 
prior 1924 G ift Tax Act.
The tax is computed each year on the ag­
gregate sum of all the gifts made since the 
enactment o f the Act, and from such tax is 
deducted the tax for preceding years. There 
is only one specific exemption of $50,000.00, 
parts o f which may be used as needed or as 
desired.
Section 502 provides that the g ift tax for 
each year shall be an amount equal to the 
excess o f:
(a )  A  tax, computed in accordance w ith 
the rate schedule as set forth on the aggregate 
sum o f the net gifts for such calendar year, 
and for each o f the preceding year over
(b )  A  tax computed in accordance w ith the 
rate schedule on the aggregate sum of the net 
gifts fo r each o f the preceding calendar years.
So that under the new Act the amount o f 
gifts made in  any year is added to the gifts 
made in  any prior year and upon which the 
g if t  ax was imposed, so that the result is a 
higher rate o f tax on the gifts made in each 
succeeding year, as fo r example, each year in ­
volves three operations, first, a computation of 
the tax at the graduated rates on all gifts made 
after the enactment o f the Act, including gifts 
made during the current year; and second, a 
computation o f the tax at the graduated rates 
on the gifts made in the prior year or years, 
and third, the subtraction o f the result o f the 
second computation from that o f the first pro­
duces the current year’s tax.
C om m ent
During the past term o f Congress new tax 
levies were provided and for various purposes. 
The Agricultural Adjustment Act, approved 
May 12, 1933, authorized tax impositions 
upon the processing o f certain basic agri­
cultural commodities, wheat, cotton, etc. Also,
H. R. 5040 was enacted fo r the purpose of 
amending the Revenue Act o f 1932 to remedy 
certain weaknesses disclosed in the miscellane­
ous tax provisions, and to extend the gasoline 
tax fo r another year.
Then, again, H. R. 5755 referred to as the 
National Industrial Recovery Act, provides
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among others for the abolition of certain fea­
tures o f the 1932 Revenue Act, and in addi­
tion that there be imposed new taxes, mostly 
for the purpose of furnishing $220,000,000 
to pay interest and sinking fund charges on 
the appropriation of $3,300,000,000.00 pro­
vided in  said Act w ith respect the President’s 
program of Public Works and constructive 
projects as a means of alleviating unemploy­
ment.
The revenue measure of most interest is
H. R. 5 7 5 5 , approved by the President June 
16, 1933, and embodies therein the repeal o f 
certain provisions found in the 1932 Revenue 
Act as follows:
( a )  T h e “net loss” c a rry -o v e r  provision is 
repealed effective as of Ja n u a ry  1, 1933. U n d er  
the 1932 Revenue A ct, an op erating “net loss” 
from  the operation of a  trad e  o r  business regu ­
larly  carried  on by a  ta x p a y e r w as allowed to  
be carried  fo rw ard  and applied against the  
incom e of the n e x t succeeding y ear. N ow , by 
the provision of Section 2 1 8 ( a )  of the N ational 
Indu strial R eco v ery  A ct, taxp ay ers  sustaining 
an operating loss of the year 1932 are  denied 
this c a rry -o v e r  provision.
( b )  U n d er the 1932 Revenue A ct, Section  
2 3 ( r )  ( 2 )  provided th at such p art of a loss as 
arisin g  from  sale o r  exch an ge of stocks and 
bonds held fo r tw o years o r less w hich w as not 
deductible because th ere w ere no sim ilar gains  
of the sam e y ear again st w hich the loss could  
be applied could be deducted again st sim ilar 
gains of the n ext y ear to  the ex ten t th at th ere  
w as a net incom e of the y ear in w hich the loss 
w as sustained. T h is c a rry -o v e r  privilege has 
likewise been repealed, and, th erefore, abol­
ished effective Ja n u a ry  1, 1933 by Section  
2 1 8 (b )  of the new  A ct.
( c )  T hen, again, Section 2 1 8 ( c )  of the new  
A c t provides th at effective as of Ja n u a ry  1, 
1933, the provisions of Section 2 3 ( r )  ( 3 )  of 
the Revenue A c t of 1932 shall be repealed, 
w hich had provided th at the stock  loss lim ita­
tion as provided in Section 2 3 ( r )  ( 2 )  th ereof  
and as applying to  individuals and corporations  
w ere not applicable to  private banks.
( d ) T h e  new A c t  fu rth er provides th at e f ­
fective Ja n u a ry  1, 1933, no p art of any loss 
disallow ed to  a  partnership as a  deduction by 
Section 2 3 ( r )  shall be allow ed as a deduction  
to  a  m em ber o f such partnership in com puting  
net incom e. In  o ther w ords, no p art of a loss 
disallow ed to a partnership on accoun t of the  
stock  loss lim itation m ay be allow ed as a de­
duction in the p artn er’s individual return .
( e )  C orporations filing consolidated incom e  
ta x  retu rn s a re  fu rth er penalized fo r the years  
1934 and 1935 by an additional incom e t a x  of 
¼ o f 1 % ,  so th at fo r those years the income 
t a x  rate  on consolidated retu rn s shall be 14¾%,
as com pared with the ra te  o f 13¾%  imposed 
again st separately filed co rp o rate  returns.
In  the ligh t o f the fact that the National 
Industrial Recovery Act imposes an excise tax 
o f 5 %  on dividends received and as certain 
taxpayers might, fo r the purpose o f being re­
lieved of the 5 %  excise tax on dividends, 
form holding corporations to hold the stock 
upon which the dividends would be paid (the 
excise tax of 5% on dividends is not imposed 
on corporate stock holdings) the provision of 
Section 1 0 4  of the Revenue Act of 1 9 3 2  which 
imposes a tax of 5 0 %  on unreasonable surplus 
accumulations, was broadened by excluding 
the word "surtax”  wherever occurring in such 
Section, and inserting in  lieu thereof, "any 
Internal Revenue tax.”  This change was made 
to broaden the provision of Section 1 0 4  to em­
brace therein such corporations availed of for 
the purpose of avoiding this 5 % excise tax on 
dividends in  addition to avoiding the surtax 
upon shareholders by unreasonable accumula­
tion of earnings.
Anticipating the repeal of Prohibition, 
which shall then produce new liquor taxes as 
a means of revenue, but in  the meanwhile for 
the purpose of providing certain needed rev­
enues, new excise taxes are imposed under the 
provisions o f the National Industrial Recovery 
Act, to w it:
( a )  5 %  excise  ta x  on dividends, excep t when  
paid to  co rp o rate  shareholders,
( b )  C apital stock  ta x  again st corporations,
( c )  E x c is e  profit ta x  again st corporations.
The repeal date, it is provided by Section 
2 1 7  of said Act, shall occur when the Presi­
dent shall proclaim the date o f:
( 1 )  T h e close of the first fiscal y ear ended 
Ju n e 30 of any y ear a f te r  the y ear 1933 during  
w hich the to tal receipts of the U n ited S tates  
exceeds its to tal expenditures, or
( 2 )  to  the repeal of the 18th A m endm ent to  
the Constitution, w hichever is the earlier.
Section 213 o f the National Industrial Re­
covery Act provides that there be imposed 
upon the receipt o f dividends by any person 
other than a domestic corporation, an excise 
tax equal to 5% of the amount thereof, and 
such tax to be deducted and withheld from 
such dividends by the paying corporation. I t  
is provided that this tax shall not apply to 
dividends declared before the date of the 
enactment of the Act, which would include 
dividends declared prior to June 16, 1933. 
Under a strict interpretation o f the language 
o f the statute, it does appear that any and all 
dividends declared prior to June 16, 1933, ir ­
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respective of when payable, would be exempt 
from this tax provided at the date of declara­
tion surplus earnings of the corporation were 
sufficient to meet the dividend declaration.
This provision was before Congress several 
weeks prior to its enactment and whether or 
not corporations, especially close corporations, 
declared dividends payable for several years 
hence to thereby avoid this 5% tax remains to 
be seen, also whether or not the Treasury De­
partment shall look kindly upon such declara­
tion or refuse to permit the exemption of this 
5% tax on such type declarations. Looking 
at the statute, however, it would appear that 
such dividends would be exempt.
I t  is provided that corporations making pay­
ment o f these dividends on and after June 16, 
irrespective of the date of declaration must 
file a return on proper Treasury Department 
form w ithin the month follow ing the date of 
payment, and i f  exemption is claimed from 
the withholding requirement, then either a 
certificate showing the recipient to be a cor­
poration, or else proper certified copy o f the 
minutes dated prior to June 16, 1933, author­
izing and declaring the dividend, must be 
attached as part o f the return.
Where the 5% excise tax has been w ith ­
held from stockholders the recipient is obliged 
to return in  its income tax return the gross 
amount o f the declared dividend and shall be 
privileged to deduct as a tax under the head­
ing "Taxes Paid”  the excise tax of 5% w ith ­
held.
Some years back (1916 to 1926) Congress 
imposed a capital stock tax upon the fa ir  value 
of the stock outstanding of a corporation. 
Under Section 215 of the National Industrial 
Recovery Act, a capital stock tax is provided 
for and imposed against every corporation 
w ith respect the carrying on or doing business 
for any part o f each year ended June 30 of 
$1.00 fo r each $1,000.00  "o f the adjusted de­
clared value of its capital stock,”  the first tax 
being imposed against corporations engaged 
in  business between the period June 16 and 
June 30, 1933, and return fo r such capital 
stock tax being filable on or before July 31 
fo llow ing; (the time for filing the current
1933 return has been extended by the Treas­
ury Department to September 29, 1933).
This capital stock tax shall not apply to 
such corporations as are enumerated in  Sec­
tion 103 of the Revenue Act o f 1932 (cor­
porations exempt from income tax) nor to 
any insurance company subject to the tax im ­
posed by Sections 201 or 204 o f the 1932 
Revenue Act; but such exempt corporations, 
even religious, charitable, etc., are obliged, 
however, to file a return claiming exemption, 
and further, to complete Treasury Depart­
ment’s exemption form 717 which differs 
from the provisions o f the prior capital stock 
tax regulations, inasmuch as under the prior 
regulations such corporations as were by 
statute exempt from the tax were not obli­
gated to file such type exemption form.
Under the prior capital stock tax statute the 
capital stock tax was at the rate o f $1.00 per 
$1,000.00 o f fa ir  value o f the stock, in which 
the corporation was obliged to set forth in its 
return a balance sheet in accordance w ith the 
books, and adjust such balance sheet figures 
to fair values; also i f  the stock was listed upon 
an exchange monthly market quotations were 
required to be stated, and in addition, the cor­
poration was obliged to show the net earn­
ings and dividend payments for the five years 
prior in order that the element of good w ill 
or value of intangibles, i f  any, attaching could 
be determined and considered by the Treasury 
Department in  determining the fair value of 
the stock.
Under the new capital stock tax imposed 
by the National Industrial Recovery Act this 
procedure is not followed. As a matter of 
fact, the language of the statute provided that 
the tax shall be upon "the adjusted declared 
value o f the capital stock”  as returned by 
the corporation and once so returned, and 
while this capital stock tax is in force, neither 
the Commissioner of Internal Revenue nor the 
taxpayer may amend or change such declared 
value except where new capital has been paid 
in, and also to give effect to earnings or losses 
subsequently realized or sustained.
The Senate Finance Committee’s report re­
specting this feature states:
“In  ord er to  avoid con tro versy  as to  the value  
o f the capital stock, the ta x  is imposed on the 
value declared by the corporation . A  reasonable  
value is, how ever, assured by m eans of an e x ­
cess profit t a x ; th at is, based on the relation of  
the net incom e of the corp oratio n  to  such de­
clared  value. A  value fo r  the capital stock  once  
having been declared, such value m ay not be 
subsequently changed, excep t by bona fide 
changes in the capital s tru ctu re. T h e  p rim ary  
ob ject of the excess profit ta x  is to induce c o r ­
porations autom atically  to  declare a  fa ir  value
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f o r  th eir co rp o rate  stock .”
Officers o f corporations charged w ith the 
preparation of the current capital stock return 
are faced w ith many problems, among which 
is included a question of what the anticipated 
earnings o f the corporation shall be while this 
capital stock tax shall be in  force; how long 
the capital stock tax Act shall remain; whether, 
when the necessary number of states vote for 
repeal o f the Eighteenth Amendment, shall 
the President immediately proclaim that the 
Eighteenth Amendment is repealed, and i f  so, 
shall Congress reenact as a further means of 
revenue, this capital stock tax, and i f  so, shall 
the corporation be bound under any new capi­
tal stock tax act to return as the declared value 
the original declared value of the current re­
turn, or shall a new privilege or election be 
given under any new law?
This excess profit tax provides that upon 
the net income of every corporation fo r its 
income tax year ending after June 30, 1933, 
there shall be imposed an excess profit tax 
equivalent to 5% of such portion of the cor­
poration’s net income as shall be in  excess of 
12½% of "the adjusted declared value of its 
capital stock returned for capital stock tax 
purposes.”  I t  is therefore the problem o f the 
corporation to estimate what its expected earn­
ings are as the sole basis for fixing and declar­
ing its capital stock tax valuation.
Looking at these questions, i f  the officers 
fe lt that Prohibition would be. repealed in  the 
immediate future, they considered only what 
the expected earnings o f the corporation shall 
be for 1933 and 1934, and then in  a sense 
capitalized the maximum expected annual 
earnings by multiplying such by eight (8) in 
order to return for capital stock tax a value 
o f a sum sufficient that shall exempt the cor­
poration from the excess profit tax.
I t  is the belief o f the writer, and shared by 
many others, that i f  the capital stock tax act, 
after its repeal fo llow ing the repeal o f the 
Eighteenth Amendment is reenacted by Con­
gress as a further means o f revenue, that ir ­
respective of the adjusted declared value as 
stated in the current capital stock tax return 
corporations shall be privileged a new elec­
tion, and fo r support attention is directed to 
the provisions of the consolidated return sec­
tion o f the many prior income tax statutes, 
which provide that a corporation making an 
election to file a consolidated return shall be
obliged to continue same fo r the succeeding 
years unless permission be obtained to other­
wise file, but upon the passage of each new 
revenue act a new election was granted.
Section 216 o f the Federal Industrial Re­
covery Act, imposing this excess profit tax of 
5% on such portion of the corporation’s net 
income as is in  excess of 12½% of its ad­
justed declared value, provides:
“ T h e term s used in this Section shall have  
the sam e m eaning as when used in th e  Revenue  
A c t of 1932.”
Said Section 216 imposing this excess profit 
tax provides that there is imposed upon 
“ the  ne t incom e o f eve ry  c o rp o ra tio n ”  
and then looking to the definition o f the term 
"net income”  as found in  the Revenue Act of
1932 it  is noted that the "net income”  upon 
which this excess profit tax is imposed shall 
be the same net income which is taxed for 
income tax purposes and which therefore ex­
cludes municipal income, dividends received 
by the corporation and liberty bond interest, 
except there is now question whether or not 
interest received on United States obligations 
issued after September, 1917, shall be ex­
empted from excess profit tax.
The point is, therefore, this: That holding 
corporations whose income consists solely of 
dividends on corporate stockholdings may re­
turn little  or no value fo r this capital stock 
tax in  view o f the fact that they have the 
privilege of declaring any "adjusted declared 
value”  w ith the only penalty that i f  that value 
is less than an amount to provide the 12½% 
credit exemption fo r the excess profit tax, 
such corporation shall then be charged w ith 
a 5% excess profit tax upon the "net income” 
o f the corporation earned in  excess o f such 
1 2 ½% of  such declared value.
I f  the corporation’s income consists solely 
o f dividends upon stockholdings of domestic 
corporations, then no penalty shall be imposed 
in the form of an excess profit tax fo r declar­
ing only a nominal value for this capital stock 
tax, unless it so happens that profits are also 
derived from the sale of security holdings and 
the writer has seen many instances of large 
holding corporations returning a most nomi­
nal value under the provisions o f this Na­
tional Industrial Recovery Act imposing this 
current capital stock tax, whereas i f  such re­
turn was prepared under the old prior capital 
stock tax statute and regulations this excise
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tax would amount to a considerable sum.
Perhaps i f  Congress reenacts this tax after 
the repeal o f the Eighteenth Amendment such 
privilege may be corrected or modified.
There is no authority fo r affiliated corpora­
tions to file consolidated capital stock returns, 
the statute providing that "every corporation”  
must separately file a capital stock tax return.
W ith  the complex method o f accounting 
carried on by many affiliated corporations, 
especially w ith respect inter-company trans­
actions, a serious problem it seems confronts 
the Treasury Department w ith  respect their 
obligation o f determining the amount, i f  
any, o f such excess profit tax against each 
separate affiliate; but perhaps Congress may 
modify this or the Treasury Department by 
their own decision rule that consolidated ex­
cess profit tax returns may be filed under cer­
tain rule and regulations.
A t this writing, under the Agricultural Ad­
justment Act processing and floor taxes have 
been imposed upon wheat and cotton. The 
processing tax is on the first domestic process­
ing o f the commodity, and the term processing 
meaning in the case o f wheat, m illing  for 
marketing, and in the case o f cotton, the spin­
ning, manufacturing or other processing (ex­
cept ginning) and as to which commodities 
a floor tax was also imposed in order to pre­
vent accumulation of large surplus stocks be­
fore the processing tax became effective and 
also to compensate for such floor stocks that 
would otherwise be exempted from the manu­
facturing processing tax.
On July 10, 1933, the Bureau o f Internal 
Revenue issued T. D. 4371, its regulations 
covering the tax on wheat, the Secretary of 
Agriculture announcing a tax of 30c per 
bushel o f 60 pounds on the processing of 
wheat, effective July 9, 1933.
On July 14, 1933, the President approved 
the imposition o f a tax on the first domestic 
processing o f cotton effective August 1, 1933, 
at the rate o f 4.2 cents per pound o f lin t cot­
ton, net weight. The conversion factor is 
105.2%; that is, the rate on the cotton con­
tent o f processed goods is 4.4184 cents per 
pound w ith reasonable deduction to be made 
fo r sizing, buttons, and other non-cotton ma­
terials.
The tax applies upon all articles processed 
wholly or in chief value from cotton, which
includes all articles made entirely from cotton 
or all articles made of two or more com­
ponents, cotton constituting a component hav­
ing a value greater than that o f any other com­
ponent.
Manufacturers of commodities using as a 
base or as a commodity o f their finished prod­
uct, cotton, have had many problems con­
fronting them as to whether or not they were 
subject to this floor tax w ith respect either 
cotton on hand ready fo r manufacture into 
their finished article, or w ith respect their 
finished articles on hand August 1, which in­
cluded as an element of material therein some 
type o f cotton.
Then, again, the problem at times centered 
upon the question of whether or not cotton 
was o f "chief value”  in the article manu­
factured; what was intended by "chief value”  
and to what extent labor could be separately 
considered in  determining the elements of 
"chief value”  in  an article.
Chief value is intended to mean chief 
monetary value and not chief material value.
Private rulings o f the Bureau of Internal 
Revenue that have been made w ith respect 
some o f these problems fo llow :
“R eferen ce  is m ade to  yo u r le tter dated  
A u gu st 3, 1933, in w hich you request to  be ad ­
vised ( 1 )  if floor stocks of co tton  on hand  
A u gu st 1, th at a re  to  be used, although not of  
chief value in the com pleted article , m ust be 
inventoried and ta x  paid, ( 2 )  w h ether the cotton  
yarn  being used in the process of m anufacturin g  
cable w ire on A u gu st 1 is sub ject to  ta x  on the  
due date, provided the cotton  will not be the  
com ponent of chief value in the finished article ,
( 3 )  w h ether finished cable w ire and finished 
cam b ric cloth  on hand A u gu st 1 a re  subject 
to  the ta x  on floor stocks when the cotton  con ­
tained therein is not the com ponent of chief  
value, ( 4 )  w h ether cotton  elastic bandage held 
by a  w holesaler is subject to  the floor t a x  when  
the m aterial contained th erein  consists solely of  
cotton, and the co st of m anufacturin g the a r ­
ticle w as cotton  3 0 %  and labor 7 0 % , and ( 5 )  
w hether lab or is to  be recognized as a  com pon­
ent in a  finished a rtic le  in determ ining w h at 
com ponent th ereo f is of chief value.
“In  reply yo u r questions are  answ ered in the  
ord er as set fo rth  ab o ve:
“ ( 1 )  T h e  floor t a x  applies to  all articles  
com posed w holly o r  in chief value fro m  cotton  
w hich are  to  be used in the m an u factu re o r  p ro ­
duction of o th er articles. F lo o r  stocks of lint 
cotton  w hich have not been processed a re  not 
subject to  the floor ta x . T h ey  are , how ever, 
subject to  the processing t a x  as soon as put 
into m anufacture.
( Continued on page 735)
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Public Accountants and Commercial 
Education
By E. J. M c L u c k ie , C.P.A ., Department of Commerce, State Teachers College, Indiana, Pa.
N OBODY can glance at the aggregate ex­
penditures for education in this country 
without realizing that educating is one o f the 
big businesses. Whether justified or not, the 
American people have believed in popular 
education, and have manifested this belief in 
a very tangible manner. Especially is this true 
in the high school, technically known as the 
secondary school. In  the last two decades the 
growth of enrollment in this field has been 
phenomenal, virtually doubling in each decade. 
One cannot have travelled about the country 
without observing, w ith some wonder, the 
magnificent edifices erected fo r this purpose 
in  the most poverty-stricken-looking com­
munities. Even in the country districts as our 
car rounds a bend we are confronted w ith a 
most delectable piece of landscape garden ter­
minating gracefully in one of these temples 
of learning. Coincident w ith this movement 
to give everybody a high school education, a 
significant change has crept into the curricu­
lum. I t  was natural that an institution de­
voting itself to the preparation o f people for 
college would have to change its character 
when its halls became crowded w ith boys and 
girls who had neither the intention, the money 
nor the mental capacity for college work. The 
efforts of the educators, urged on by the dic­
tates o f the community, to meet this problem 
are o f especial interest to accountants, since the 
result has been to stress the economic side of 
the question and to introduce a business voca­
tional course which, by force of circumstances 
is now leaning in the direction o f preparation 
fo r the "business”  of living.
I t  was natural that educators should come to 
the conclusion that i f  children from these 
schools went generally into business organi­
zations, they should be taught those things of 
a vocational nature needed by workers in busi­
ness. As a result they introduced courses in 
bookkeeping and stenography very similar to 
those being offered by private business col­
leges. This expedient sufficed until it  was dis­
covered by research that a bare fraction of
boys and girls trained to be stenographers or 
bookkeepers ever found work of this kind to 
do, most o f them becoming instead, general 
clerks. Confronted w ith this impasse, addi­
tional and extensive research was undertaken 
to discover exactly what these clerks actually 
did. Business men and organizations of busi­
ness men were consulted and duties of their 
employees catalogued. Courses purporting to 
train students as general clerks were organ­
ized. More chaos resulted because obviously 
the duties of general clerks varied to such an 
extent that it  would be impossible to give 
training to all o f the students in  all o f the 
activities. As a result we find at this moment 
the follow ing situation: A  tendency to select 
a small group for specific vocational training 
as bookkeepers and stenographers, to give to 
the larger group informational courses of an 
economic-social-commercial nature.
The significant thing for accountants to 
note is that, all through this struggle educators 
consulted and cooperated w ith various groups 
o f business men, office managers’ associations, 
credit men associations, but never so far as I 
can discover, any group of certified account­
ants. When the town hall is on fire they call 
in the firemen, when there is an epidemic they 
call in the doctors. When the blight hits the 
corn they call in the farm expert. But when 
there is a community problem of business they 
do not call in the Certified Public Account­
ants, that self-styled group of business experts 
and guardians of the economic status quo. 
I t  might be funny i f  it were not pathetic, but 
the expert accountant in the eyes of the vast 
majority of Americans is still a fellow who 
can add as quick as an adding machine and 
nothing else. In  conversation w ith one of the 
principals o f one of the high schools of one 
o f our largest cities, I mentioned the fact that 
a certain young man wanted to train for a 
C.P.A. He hadn’t the slightest idea o f what a 
C.P.A. was, and he was the man in  charge of 
vocational guidance! What group is better 
qualified than the public accountants to say
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what should be taught about business to the 
average man, to the man who is going into 
business fo r himself, to the man who expects 
to be a clerk, to the man who expects to be 
an accountant, to the citizen who needs to 
know the affairs of his country in a business 
way (because civic affairs are business af­
fairs) ? Yet this is precisely the problem of 
educators and they have never consulted ac­
countants nor have accountants been interested 
enough to give their advice. We hear a lot 
about educating the general public concerning 
the nature of the services of the public ac­
countant, but we hear it in  accountants maga­
zines. The public w ill not be educated by 
accountants who write about it to each other. 
The business men of tomorrow are in school 
today. The general public o f tomorrow are 
getting their slant on life  now, that they w ill 
carry with them to the grave. The employees 
that the accountants w ill have to train, put up 
with, and depend upon fo r the success o f 
their plans are in school now! Here is a 
golden opportunity for accountants not only 
to elevate themselves in the eyes of future 
generations, but to render a great civic service 
as well. The public has literally poured m il­
lions of dollars into business education in 
secondary schools. I t  has bought and is con­
templating the purchase of expensive office 
machinery. I t  has become convinced that busi­
ness education is most vital to the needs of 
the people. Certainly accountants should be 
the mentors o f such a program.
Women and
By R a l p h  W . E. C o l e ,
MISS GREY seems to think I should have 
something of interest to say to the wo­
men of Milwaukee. Perhaps she is right— in 
that I  ought to have— but m y feeling about it 
is this:
I could easily and without effort, become 
interested in what you ladies have to say! The  
way to interest a man, it  is said, is through his 
stomach. How well do the women of M il­
waukee know that! Your men are so cheerful
* A d dress delivered by the P resid en t of T h e  
A m erican  Society  of Certified Pu blic A ccoun tants  
over radio  station W T M J ,  M ilw aukee, W ed n es­
day aftern oon , Septem ber 20, 1933.
I would like to propose that the sphere o f 
the committee on education is too limited 
when it  confines itself to matters of collegiate 
education for accountants alone. The woes 
that beset the world incidental to the phases 
o f the business cycle are fundamentally due 
to poor management based on poor account­
ing for personal affairs, individual business 
affairs, and corporate affairs. The careful man 
is victimized ultimately by his slovenly neigh­
bor. Education for more orderly business life  
on the part o f everybody w ill ultimately 
straighten out the cycle. There seems to be no 
reason why the body politic cannot be trained 
to see that the penalty for overeating is eco­
nomic indigestion. Lean years and fat years 
have been the order of life  since the days of 
Abraham. Surely the public shall ultimately 
be educated to temper its progressiveness w ith 
reserve, its despair w ith philosophy. Account­
ants can show the way.
I  should like to hear from accountants in ­
terested in this subject, first in regard to their 
criticism of education as they encounter its 
product, second, constructive suggestions 
about what should be taught about business to 
the three classes o f prospective citizens, i.e., 
those preparing directly fo r positions as book­
keepers and accountants, those who w ill d rift 
into business institutions as clerks or minor 
sales persons, those who make up the large 
body o f citizens not directly engaged in  busi­
ness or administration but the handling of 
whose personal business problems constitutes 
the health or disease of our economic system.
Accountancy*
C.P.A., Los Angeles, Cal.
— so well groomed— so perfectly happy that 
they must be well fed!
I admire so much those men of yours whom 
I  have met, that I  am alm ost persuaded that 
their wives also admire them! Almost— I say 
— because really tha t would be too much to 
expect. Wives are given to men to prevent 
them from becoming incurable egotists. One 
way to guard against this, though, would be 
to keep constantly in their company. Don’t let 
them get out too much alone. I t  is good to go 
out frequently w ith  them, to avoid the criticism 
which was directed against a couple I  heard 
about. Natural gas had just been put into
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their town and they installed a gas stove. A t 
the first dinner there was difficulty in lighting 
the gas. Mrs. called in Mr., and he l i t  a match 
w ith the result that the man and w ife  were 
both blown out into the yard. Their neighbor 
lady said, " I t  was the first time they had gone 
out together in five years!”  The other neigh­
bor, however, was more charitable and sug­
gested that there might be a cause and an ex­
planation attached to this apparently unex­
plainable exit.
I t  was just this sort o f an inquiring mind 
which was the basis for the beginning o f ac­
countancy. Somebody wanted to know some­
thing so records had to be kept and later ex­
amined— to satisfy that desire. I  w ill explain 
to you briefly, about the certificate of the Cer­
tified Public Accountant.
The certificate is a State endorsement of 
qualifications and permits, under the various 
laws administered by State Boards o f Account­
ancy, the practice of this profession under this 
title.
Generally speaking the preliminary edu­
cational requirement is a four-year high school 
course; three years actual experience in  the 
office of a C.P.A., and then a satisfactory pass­






1. Do women employ accountants to a great 
extent ?
The importance of Federal Tax Laws and 
their requirements has so emphasized the need 
o f professional accounting advice that practi­
cally all women engaged in  business, and 
nearly all who have the responsibility of 
estates, or other property, find the C.P.A. a 
source o f real help and o f great relief, from 
the worries usually attendant upon their prob­
lems. The C.P.A. has established a high stand­
ing w ith State and Federal authorities, and 
courts, and many tax controversies are avoided 
or settled through the use o f services of Cer­
tified Public Accountants.
2. W hy has the demand for accountants be­
come greater?
The answer to this question is, f ir s t :  the tre­
mendous expansion o f business organizations 
to a point where accounting control is essential 
to efficient management and direction o f op­
erations. W ith  the separation o f ownership 
and management which has been increasingly 
evident in recent years there has been created 
a need for the services o f the independent Cer­
tified Public Accountant in  order that man­
agement may properly report to ownership on 
the conduct o f its affairs. Second: passage of 
revenue laws— particularly the Federal Income 
Tax Law, together w ith their frequent amend­
ment. T h ird :  the most recent laws having to 
do w ith federal control of the issuance of 
securities and those looking toward national 
business recovery. The Certified Public Ac­
countant is the advisor to trade, commerce and 
industry on tax problems, business procedure, 
and is now called in  by various groups in con­
sultation on the new code requirements.
3. What is the number o f women certified 
public accountants?
Every State in  the Union has now a C.P.A. 
law, and in the whole United States there are 
today, I  believe, 114 women Certified Public 
Accountants. Some few o f these are in inde­
pendent practice; a number are in  the employ 
of other public practitioners, the balance in  
private commercial employment. Very recently 
a Certified Public Accountant— a woman mem­
ber of The American Society— was appointed 
Treasurer of the Tennessee Valley Authority. 
This is a recognition o f real merit and ability.
4. According to Mencken —  men would 
make better accountants than women.
Some of our women accountants are among 
those most clever and brilliant. Men have had 
the advantage of experience over women in 
business. I t  is the demand of the occasion 
which develops ability to do in both men 
and women, and men have been expected to 
make practically all decisions in business in  
the past. Because o f this the general average 
of business public is somewhat prejudiced 
against advising w ith women C.P.A’s on pro­
cedure vital to their business. The most suc­
cessful C.P.A. in public practice is the one 
w ith a judicial mind, and whenever a woman 
is endowed w ith such a temperament there is 
no reason whatever why she may not be the 
equal o f the highest type o f C.P.A. The Cer­
tified Public Accountant by training is accus­
tomed to study human nature and is perhaps 
qualified to express an opinion on the ability 
o f women. Some psychologists now say that 
man is the weaker sex. We men have always 
been afraid that some one would te ll it !
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5. What about the future of the account­
ancy profession?
New York was the first State to pass a C.P. 
A. law, in 1896, and from the last session of 
Congress through Federal legislation, we see 
the first Federal recognition o f the profession. 
The ethical progress o f the accountant has 
been through the development of its profes­
sional organizations. The State Society of Cer­
tified Public Accountants (and there is one in 
each o f our states), is the most important 
unit. Through them the individual is made 
acquainted w ith his fellow— procedure and 
methods are discussed and clarified— ideas are 
submitted and information distributed— and 
this is where professional consciousness is 
born. Like those professional organizations 
in  whose footsteps this newer one is fo l­
low ing—  that is —  the American Bar Asso­
ciation, the American Medical Association, 
and others, the development must be made 
by educating the individual members o f the 
group. This is, reasonably, a more or less 
slow process. In  the natural development, 
the need fo r national outlook, perspective, 
and contacts, became so evident that in De­
cember, 1921, this American Society o f Cer­
tified Public Accountants was organized. The 
group which meets this week in your beautiful 
city o f Milwaukee, is holding the twelfth an­
nual meeting o f this society. To become a 
member o f The American Society, a man, or a 
woman— for we have some women members, 
must be a member o f a State Society. Thus, 
in  fact, the interchange o f ideas and informa­
tion, the development to high standards of 
ethical performance, is the voluntary act and 
expression of representative individuals from 
every State. This cooperation is sure to result 
in  greater uniform ity throughout our whole 
domain. Not only this, but a dissemination 
o f accurate information through a reliable 
source is recognized by the type of those emi­
nent members of the profession who are pro­
grammed to address this session, and also by 
the distinguished honor shown us in  that those 
high in  authority in  the administration of 
some of the most complex o f our statutes, are 
here to inform  us on the various topics coming 
under their jurisdiction. I refer to the Hon. 
Logan Morris, Chairman U. S. Board of Tax 
Appeals, and to the Hon. Baldwin B. Bane, 
Chief o f Securities Division, Federal Trade 
Commission.
Acquisition of professional information in 
this manner results in  a group consciousness 
— and this— in  responsibility. Is it  not a logi­
cal conclusion that the public w ill be better 
served by men and women of this type? It  
is fo r these reasons that The American Society 
o f Certified Public Accountants has developed 
into the influential position which it  now oc­
cupies.
Federal Revenue Act
( Continued fro m  page 731)
“ ( 2 )  U p  to  the m om ent th at the operation of 
w eaving cotton  around the w ire is com m enced  
the cotton  th read  o r  y arn  to  be used in such  
operation is considered as floor stocks and is 
taxab le  as such.
“ ( 3 )  Finished cable w ire and finished cam ­
bric clo th  on hand and ready fo r  sale A u gu st 1 
are  not subject to  the floor t a x  if the cotton  
contained therein is not the com ponent chief 
value.
“ ( 4 )  C otton  elastic bandage held by a  w hole­
saler on A u gu st 1 is subject to  the floor ta x  if 
the artic le  is com posed wholly o r  in chief value  
from  cotton, notw ithstanding the fa c t th a t cost 
of the labor w as 7 0 %  of the co st of the finished 
article . In  o th er w ords, if. the article  is p ro­
cessed entirely of co tton  it is subject to  the ta x  
imposed by Section 1 6 ( a ) ( 1 )  and this is tru e  
even though the co st of the labor in m aking  
the finished artic le  exceeds the cost of the  
cotton.
“ ( 5 )  In  determ ining the com ponent of chief  
value in a  finished artic le  the value of each of 
the several com ponents shall be the value at 
the m om ent im m ediately preceding the p ro ­
duction of the artic le  in question. T h e  co st of 
labor w ith respect to  a  com ponent m ay be re ­
flected in the value of th at com ponent a t the  
tim e of production, but m ay not be considered  
as a separate com ponent in determ ining the  
value of the finished artic le .”
"Senator Taylor o f Tennessee said the finest 
example he knew o f the ante-bellum negro’s 
use of the English language was the remark 
made by an old negro whose worthless son 
was married secretly. The old man heard of 
it, and asked the boy i f  he was married.
" I  ain’t sayin’ I  ain’t,”  the boy replied.
"N ow  you, Rastus,”  stormed the old man, 
" I  ain’t askin’ you is you ain’t ;  I  is askin’ you 
ain’t  you is.”
A  H appy 1934
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
QUESTIONS ANSWERED
No. This is not a merger w ith Brother 
Sunley’s department. Just a means of answer­
ing all the many (we wouldn’t have believed 
how many) inquiries about two things. F irst; 
we were not sick or lazy on the October issue. 
The many papers read at Milwaukee were, in 
Mr. Springer’s opinion, more immediately im ­
portant than the two omitted departments; 
only he forgot to say so in that issue.
As to our name being in all the New York 
papers as a big butter— but not egg— man, 
here’s the story. The Agricultural Adjustment 
Administration is distributing surplus food 
stock to the needy unemployed, through the 
forty-eight states. For the purpose the Federal 
Surplus Relief Corporation was organized, 
w ith headquarters in Washington. The Navy 
being famous for its business department, the 
"trip le A ”  turned the operating end over to 
Captain Charles Parsons, w ith a staff o f Lieu­
tenant-Commanders. A  regional office being 
opened in New York and a good accountant 
needed for it, it  was thought advisable to call 
us, as a reserve lieutenant. Legal obstacles 
being found to this procedure, a lot o f red 
tape was unravelled, and we were appointed 
as a civilian, but as to pay, bond, and duties, 
they are just as i f  we were ordered to ninety 
days active duty. We understand that the 
same procedure was to be followed at the Chi­
cago regional office. (See page 482 of the 
August, 1932, issue.)
Buy Christmas Seals
( E d i to r ’s N o te — As indicating the ver­
satility o f the Shop Talker, we are including 
this paragraph which appeared in  the " In  the 
Wake of the News”  column of the N e w  Y o rk  
E vening Post fo r November 2.)
F ir s t  P in c h  H i t t e r  D ie d  Y e a r  A g o  
For L. Gluick, C.P.A., who wants us to say 
a word about Sammy Strang, the Giant out­
fielder o f th irty years ago who was baseball’s 
first pinch hitter: His right name was Strang
N icklin, the rear end of which he dropped 
when he entered what was then thought a 
ruffian’s pastime, after graduating from the 
University of Tennessee in the 90’s. He died 
a year and a half ago in Chattanooga.
Buy Christmas Seals
T a xes
Mr. F. C. Ellis, Chairman of the New York 
Society’s committee on Federal Taxation, sends 
us the follow ing anent the Tillotson case 
which we reported on page 286 of the May 
issue and 352 of the June issue:
" I t  was held that dividends on preferred 
stock o f the Willys-Overland Co., paid in 
common stock of that company, were taxa­
ble and not a stock dividend as might be 
assumed. In  this case the taxpayer, being a 
corporation, desired the distribution to be 
considered an ordinary dividend, to avoid 
the necessity of allocating part o f the cost 
of its preferred stock to the common stock, 
as the preferred stock was sold soon after 
the distribution.”
Evidently a Supreme Court decision is re­
quired. The case of the Fox River Lumber 
Company presents a curious case of dissent 
(28 BTA 160). One member dissented w ith­
out stating the reason; while two others gave 
different reasons.
Buy Christmas Seals
Fortune M agazine fo r October has a most 
interesting article on the Astor family. From 
page 124 we quote: " In  1871 a committee of 
Mr. Astor and five other prominent citizens 
was persuaded to examine the books o f Comp­
troller Connolly, and commended the con­
troller for his honesty and faithfulness to 
duty. The Tweed Ring collapsed a few years 
later, and Mr. Astor fe lt pretty sheepish.”  
Well, there were no C.P.A’s in those days. 
And now we wonder what Mr. La Guardia 
w ill expose after January first. Tammany 
doesn’t change much.
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Buy Christmas Seals
Nathan White, o f the Oregon, Portland, 
writes to tell us how he sympathizes w ith us 
in our distaste fo r padded analysis paper, and 
even sends us samples of the kind he uses—  
unpadded. Thanks, M r. White. (See page 
175, March, 1933.)
Buy Christmas Seals
For several years we have been trying to 
find out why certain books always appear on 
lists of "bests”  and why so few people have 
read them. One reason was clear from the 
start; the old novels are too long; yet many 
modern behemoths, like "The Forsythe Sage” 
enjoy popularity. So that was not enough. We 
have come to the conclusion that the reason 
the oldtimers are not read is because however 
good they might once have been, they no long­
er deserve a place on the lists o f "bests.”  As a 
reaction against the excessive prudery of the 
Victorians, liberals would naturally recom­
mend the novels of Smollett and Richardson. 
But any number of modern writers write about 
loose morals and rude life  w ith less rawness, 
and far fewer words. O f course some of them 
write worse. This summer we tried bravely to 
finish Sterne’s "Tristram Shandy.”  But no 
financial stake being offered for it, we gave 
it up. The introduction to the edition we had, 
contains this complete criticism. "W hile  
Sterne was reading what he had written some 
of the company fe ll asleep, and the parson was 
so nettled by the discourtesy that he threw the 
manuscript into the fire. Luckily, however, it 
was rescued before the scorched papers broke 
into flame.”  To which we say, "what do you 
mean, luckily?”  We got a lot o f real pleasure 
out o f Valentine W illiam s’ "The Portcullis 
Room.”  No fa lling asleep there; we lost sleep 
staying up to read it.
Buy Christmas Seals
A  correspondent writes: " I  had a new en­
gagement this summer, believe it  or not, which 
presented a strange complication. In  award­
ing the audit the officers had stated that the 
only purpose was to get a certified balance
sheet; no suspicions about anybody. My audit 
revealed these facts. The office force consisted 
o f a boy, at an appropriately low wage; a g irl 
who did the typing and accounts receivable; 
and a man who was cashier and general book­
keeper. He got 2x dollars per week and the 
g irl x dollars a week without a cut until last 
January. Then the man was cut 45 % ; but the 
g ir l’s wage was untouched. The need fo r a 
cut was not in question. But the injustice of 
doing it that way struck me at once. The man 
expressed no resentment; said he was glad he 
had a job at all, considering his w ife and two 
children. Inquiry showed the woman had one 
dependent. But the situation has me worried. 
Here is a man who, despite a good system of 
internal check, could, i f  he would, get away 
w ith a lot of money before being detected; 
w ith every excuse for doing so, based on his 
needs and the injustice of his treatment com­
pared w ith the g ir l; they had virtually iden­
tical length of service, so that did not figure. 
Before the audit was over I  drew my own 
conclusions as to the why and wherefore of 
the situation, and so said nothing about it  in 
my report, merely recommending a monthly 
audit. This I am pleased to say, they gave me. 
But why place not only temptation in a man’s 
way, but give him a good excuse for yielding 
to it? Is there no justice?”
When we were at college we read (believe 
it  or not too) in  the original, the Sorrows 
o f W erther by Goethe. And at one point 
in it, the all-observing genius o f the author 
said something that stuck in our mind. I t  
had to do w ith the inconceivable way in  which 
men let themselves be fooled; how could one 
help suspecting fraud when an expense allow­
ance was only half o f what was needed? So 
all we can tell our correspondent is that human 
nature hasn’t change a bit. And congratulate 
him on his new work, i f  not on the in te lligence  
o f his c lien t in  the m atter o f wage cuts.
Fight Tuberculosis!
A  C h r is tm a s  C a r o l  
" I  went to church on Thanksgiving,”  began 
Dash, "to please my wife, but I ’l l  be durned 
i f  I  could find a thing to be thankful fo r.”  
"W ha t!”  exclaimed Oldtimer. "Good 
Lord, man! You’re not in a hospital, or in 
the bread line.”
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"He means not yet,”  said the K id. " I f  the 
present Administration keeps up, we’l l  all be 
there.”
"Sh! N ot so loud,”  cautioned Blank. "The 
truth must not always be proclaimed.”
"O nly time,”  said Philo, "w ill determine 
truth. But I  th ink I  know what Dash means. 
Thankfulness for the absence o f evil is a 
negative thing; what everyone craves is posi­
tive happiness, and there’s little  enough of 
that in the world at any time.”
"Check!”  exclaimed Dash, and Philo re­
sumed.
" I ’ve had so little  positive joy in my life  
and so much positive sorrow, that I  need all 
my philosophy to justify my continued exist­
ence. And before the K id  interrupts— he’s 
fizzing like a keg o f three point two— I ’l l  ex­
plain that it  reconciles w ith my theory of bal­
ance. In  this drab world the positive joys 
make up by their very intensity fo r the seem­
ingly greater amount o f sorrow.”
"But, how about the intensity o f some sor­
rows, like the sudden death of a dearly be­
loved w ife or child?”  queried Oldtimer.
"Those are mighty severe,”  responded Philo, 
"yet a poet put the answer well, 'Tis better to 
have loved, and lost, than never to have loved 
at all.’ And while great grief may crush us 
temporarily, a mentally and physically normal 
person w ill recover, and get all the more 
pleasure out o f the joys that ensue.”
"You’re telling me,”  said Sinbad.
"N o ,”  said the Kid. "You’re going to tell 
us; i t ’s a heck of a long time since you’ve spun 
us a yarn.”
"Good idea, K id ,”  said Oldtimer. " I  pro­
pose we have a sailor’s Christmas Carol.”  
Sinbad smiled. " I  can’t  fit this precisely to 
Christmas, but I  th ink it w ill do.”  He refilled 
his pipe from Oltimer’s proffered pouch, l it  
it, puffed a moment, and began.
"Christmas of 1917 was about as gloomy 
as any I ’ve ever known. Some of you may re­
call that winter o f seventeen-eighteen; the 
worst in  several generations. But what coal 
there was, the Army and Navy had. I t  was 
not external warmth I  lacked. I was in a mess, 
not o f my own making; under a cloud; no 
leave to be had, which was a ll the more mad­
dening because I  was almost w ithin walking 
distance of my home. The sad details I  won’t 
relate. As Philo has remarked, time heals;
many of them are forgotten, and I ’d like to 
forget the rest!
"Suffice it  that in  time the clouds lifted; 
and I had fun w ith all the hardships and 
other unpleasantnesses of the war. Those too 
have passed. And then came another Christ­
mas. My ship came into Hoboken for the first 
time in months; I  rated leave, and got it ;  I  
drew a lot o f back pay I ’d let accumulate on 
the paymaster’s rolls. I  went over to New 
York, and on my way to the station to take a 
train for my home village (fare was one cent 
a mile fo r men on leave in uniform) I  
stopped at the office of the only C.P.A. I  then 
knew, and he promised me a job as soon as I  
got my discharge. You knew him, Oldtimer.
"Then some hours shopping in crowds such 
as I ’ve never seen; there was still some o f the 
armistice hysteria le ft; a man in  uniform, 
especially w ith a wishbone on his arm— ”
"Wishbone?”  queried the Kid.
"Navy gold mark overseas service,”  an­
swered Sinbad, "got waited on at once, no 
matter how many civilians had waited how 
long. I t  was almost the little  boy’s dream of 
Santa Claus come true. Think o f i t ;  the war 
over; a civilian job in  sight; money in  my 
pocket; going home.
"And getting home! I  got there in the 
pitch darkness of the early morning of the 
shortest day, and walked the mile to my home. 
I ’d made a night o f it  in the city before tak­
ing the m ilk train, and after an enthusiastic 
greeting from my parents and sister, I  pro­
posed taking a bath and going to bed for a 
couple o f hours.
"Funny, about that bath. I ’d always pre­
ferred, and still do prefer a shower. But after 
seventeen months o f Navy showers, salt water 
on the old K-9, the old family bathtub was a 
treat. I  just soaked in  it, relaxing, and finally, 
just when I was dry enough to get into clean 
pajamas (another treat), the doorbell began 
to ring. Dark as it was, neighbors had seen 
me come home; chickens have to be fed early, 
you know, furnaces stoked, ashes taken out. 
They had waited what had seemed a decent 
interval before coming around to see me, to 
welcome me home, for I was the first boy on 
our street to come home from France, and a 
curiosity. I never did get that sleep, but 
though I ’d howl my head off about it at any 
other time, I  didn’t  mind it then. Being up
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on watch most of the night and keeping on 
duty all day without a chance to caulk— ”
"Says which?”  broke in  the Kid.
"Sleep,”  answered Sinbad, "— was no nov­
elty. But sitting down to a real home-made 
breakfast, surrounded by admiring relatives 
and friends, every little  boy on the block try­
ing to touch my uniform, begging for stories 
o f how I ’d won the war, all that was a novelty, 
and a th rill such as I ’ve never fe lt since. 
Christmas day, three days, later was drab in 
contrast. That day o f positive joy was one of 
the high spots o f my life. And the memory 
o f it  has helped me over many another dull, 
even sad year-end holiday season. A ll the
disillusion which followed, a ll the trouble I  
see ahead fo r us— for I  agree w ith the K id—  
hasn’t yet been able to completely neutralize 
that one day o f joy.”
" I f  we all fe lt the same,”  remarked Old- 
timer, "the world would be better off. Things 
are not going well. Our government is in  a 
hole; but i f  we w ill all recall Happy Days, 
then more Happy Days w ill fo llow .”
Now Philo spoke: "The Psalmist says 
'Weeping may endure for a night, but joy 
cometh in  the morning.’ ”
" I ’m afraid he was reckoning by the Arctic 
clock,”  said the K id, "but anyhow, to all o f you 
M E R R Y  C H R I S T M A S . ”
The Ten Greatest Words*
"BU T  the greatest o f these is Charity”  so 
runs the discourse based upon Faith and 
Hope— three o f the ten greatest words.
A t this season, in  every community in  the 
United States; good women and able men set 
forth to garner millions fo r the welfare of 
those unable to help themselves.
The weak HOPE, the strong have F A IT H  
and C H AR ITY  abides w ith  all.
In  years agone weavers o f words were asked 
to select the ONE word outstanding above all 
others.
IM A G IN A T IO N !
As surely as SPECULATION finances all 
human progress just so surely does IM A G I­
N A T IO N  lead the vanguard forward to SUC­
CESS.
Thus does the greater language come to 





IM A G IN A T IO N .
Speculation.
SUCCESS.
However certain it  is that IM A G IN A T IO N  
leads the world it  is none the less sure that 
SENTIMENT rules the people thereof.
* E d ito ria l by C lem ent H . C on gd o n ; appearing  
in O cto b er 5, 1933 issue of N atio nal In v estm en t  
T ra n scrip t .
Consider all the variations, all the shadings, 
all the hues, colors and sounds o f SENTI­
M EN T— the overwhelming force transcend­
ing all else man knows.
Love means much but SENTIMENT means 
more— because sentiment is a brave word— a 
man’s word!
Then TR UTH  is ranged close up to 
SENTIMENT and w ith TR UTH  comes 
COURAGE and three more words are linked 





What a noble trinity?
Here, then, are N IN E  words and O N LY  
nine that seem to cover the whole field of 
human emotions and open highways to the 
ultimate goal o f all— SUCCESS!
W hy ten words?
W ho knows?
God started the world upon its endless tour 
w ith but four words: "LET THERE BE 
L IG H T !”
Christ selected but three words for his guid­
ing message— Faith, Hope and C H AR ITY—  
"the greatest o f these is C H AR ITY” — the 
need o f the hour this very day, this hour—  
N O W !
To the N IN E  KE Y  WORDS already upon 
the list it  is inexorable that HONOR be added 
to complete the quota of ten.
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I t  may be argued that HONOR is implied 
by one or another of the nine words.
N O T  SO!
Honor must assert itself.
These are days fraught w ith grave perils 
and great temptations.
Four years of stress, strife and serious set­
backs have frayed human fibers— weakened 
lifelong habits —  inspired loose thinking —  
and, too frequently, made the worse seem to 
be the better.
Under the pressure of the times all manner 
o f escapades, all elements of chance, all kinds 
of short-cuts have been resorted to by des­
perate men— men with more hope than faith—  
more daring than judgment— more resource­
fulness than integrity— and, but fo r the talis­
man of HONOR— present i f  not vocal— great 
wrongs might have engulfed distraught, strug­
gling factors in  the scheme of things— those 
striving to carry on as i f  inspired by F A IT H  
and by F A IT H  alone.
Thus must there be recurrence to C H AR ITY  
— the mantle of mercy which, finally must be 
wrapped round about all those who tried—  
and FAILED— all those who dreamed w ild  
dreams when they deluded themselves into the 
belief that they had thought and planned—  
dreams— mere dreams.
In high places dreamers now find them­
selves clothed with extraordinary responsibili­
ties born of vivid imaginations and unex­
ampled F A IT H — the qualities of leadership 
always essential to any great march into un­
known fields— the procession of the spectres 
carrying the banners o f SPECULATION 
where none was unfurled before— into new 
realms, into new activities, amid new peoples 
— invading forces compelling new alignments, 
new customs, new financing, new habits and 
new occupations— mere words woven into 
concrete products— productions for merchan­
dising— raw materials wrought into new forms 
and applied to new ends— THE W O RLD IN  
M O T IO N —
F A IT H — financed.
HOPE— realized.
C H AR ITY— employed.







A LL  to the end that THE W O RLD ’S 
W O RK M A Y  BE DONE— all essential to 
the doing thereof.
SPECULATION is the one word inviting 
criticism in  this glossary of TEN KEY 
WORDS.
Why?
Does anybody question the wisdom of the 
SPECULATION financed by Isabelle of Spain 
or dispute that the voyage of Columbus was a 
SPECULATION?
SPECULATION is the price o f PROG­
RESS.
Those who cry down SPECULATIONS 
know not what they do.
IM A G IN A T IO N  must have support.
Dreamers rear empires against the sky but 
SPECULATORS ERECT THE BUILDINGS.
Poets visualize unknown lands but SPECU­
LATORS explore them and courageous men 
battle the elements fo r their treasures.
Those who cry down SPECULATORS in
1933 are the direct descendants of those who 
sought court orders against steam railroads, 
battled in the streets against illuminating gas 
and sought to have injunctions lay against 
electric lights.
Except as these sons of the crab retard 
PROGRESS and delay SUCCESS they are 
impotent because they lack IM A G IN A T IO N , 
COURAGE and, above all else, F A IT H  IN  
THE FUTURE— the element so desperately 
needed here and now.
Make a mental rosary o f the TEN  KEY 
WORDS.
Read them over and over again to the end 
that those clothed w ith mighty authority who, 
too, have the weight o f k illing  RESPONSI­
B IL IT Y  may sense YOUR FAITH , YOUR 
HOPE, A N D  BY THE GRACE OF GOD, 
YOUR C H AR ITY  which, in this situation, 
means YOUR FORBEARANCE —  YOUR 
PATIENCE —  YOUR COURAGE —  YOUR 
PATRIOTIC LO YALTY.
A ll of this as i f  "FOR GOD A N D  COUN­
T R Y !”
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The Recovery Act and After*
By W . H. S p e n ce r, Dean of the School of Business, University o f Chicago
T HE National Industrial Recovery Act has 
been described as novel and extraordinary. 
In  fact, I have so described it myself. If, how­
ever, you view this legislation in its historical 
perspective, you w ill, I  am sure, agree that it 
is neither. I t  may have been unwisely enacted 
at this time, and it may prove ineffective in 
the restoration of short-run prosperity; but it 
is a natural, and perhaps inevitable, sequence 
in our progress toward a more stabilized and 
rational business order.
I t  is told that a certain man requested that 
when he died this epitaph should be inscribed 
on his tombstone: " I  was expecting this, but 
but not so soon.”  This legislation, or its equiva­
lent, was to have been expected, although it 
may have descended upon us rather suddenly.
Those of you who heard me this morning 
w ill remember that I pointed out that in the 
period follow ing the Industrial Revolution—  
the period marked by the introduction of 
power-driven machinery in industry— the in­
dividual business unit began immediately to 
assume larger and larger proportions, partly 
because of the necessity o f amassing large sums 
o f capital to acquire expensive plant and ma­
chine equipment, partly to realize the alleged 
economies of large-scale production, partly to 
meet the rapidly increasing demand for con­
sumer goods, and partly, o f course, to exploit 
the public through monopoly prices.
There came a time, however, when produc­
tion overtook the market and in time began 
to outrun it. Curiously enough, this shift in 
the relationship between the productive capac­
ity of industry and the absorbing capacity of 
the market contributed in no small degree to 
the growing size of the individual business 
units. As the productive capacity o f industry 
ran ahead of market demand, bitter, ruinous, 
and cut-throat competition inevitably fo l­
lowed. A  mad scramble for markets ensued. 
Individual business units, already growing 
large for reasons previously indicated, w ith 
heavy overhead costs, w ith tremendous sums
*A d d ress given before the M innesota Society  
o f  Certified Public A ccou n tan ts, a t Duluth, M in­
nesota, A u gu st 26, 1933.
of capital tied up in plant and machine equip­
ment, to avert individual ruin, began to resort 
to all sorts of combining devices to eliminate 
the ruinous consequences of industrial com­
petition.
Somewhat later, near the opening of the 
present century, the trade association, a group­
ing of individual businesses w ithin the same 
industry, appeared. In  the beginning, the 
trade association was a loosely organized in ­
stitution, engaged primarily in the promotion 
o f the affairs of the industry as a whole. From 
the outset, however, and increasingly so as time 
went on, one of the functions which the trade 
association assumed was the elimination of 
some of the grosser and more unsavory com­
petitive practices of the industry. This func­
tion was more or less formally recognized by 
the government when the Federal Trade Com­
mission some years ago began to hold trade 
practice conferences w ith various trade asso­
ciations, in which codes of fa ir competition 
were agreed upon.
In time, trade associations conceived it to be 
their function to assist in the stabilization of 
prices by acting as clearing houses for their 
members in the exchange of cost, price, and 
production data. This practice, the Supreme 
Court o f the United States curtailed by one or 
two decisions in which the Court said that such 
exchange of vital statistics, in so far as it  car­
ried any suggestion as to future prices, was evi­
dence of a conspiracy to control prices.
No one can or should quarrel w ith the ef­
forts of a business, either on an individual 
basis or through a trade association, to adjust 
production to probable demand, and to elim i­
nate ruinous competition. On the other hand, 
no one can deny that uncontrolled power in 
the hands o f large industries and associations 
of industries is fraught w ith  grave dangers to 
workers, consumers, and smaller businesses. 
The history of business from the Industrial 
Revolution down to the Great Depression in­
dicates beyond doubt that great industries and 
industrial leaders exercised their powers quite 
as much, to put it m ildly, in the exploitation 
o f natural resources, human resources, and 
consumers, as in the stabilization o f industry
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and in  the rationalization o f competition.
In  our present enthusiasm for business plan­
ning we must not fo r a moment forget that 
the conduct o f great corporations and indus­
tria l leaders in the past has not been so im ­
peccable as to justify us in  giving them unre­
strained power, even in this emergency. In  
brief, there is no doubt that, in the interest of 
consumers, workers, and smaller businesses, 
there was need fo r the various attempts to 
control growing businesses. This need has 
not as yet passed, although in our enthusiasm 
fo r business planning we may forget or m ini­
mize it.
Our courts o f common law, fu lly  aware of 
the dangers of monopolistic powers, have tra­
ditionally frowned upon all sorts of devices 
which tend to eliminate competition. Their 
intentions were good, their standards o f busi­
ness conduct were high, but they were utterly 
lacking in power and machinery to cope w ith 
large business units.
In  1890, in  response to the popular outcry 
against predatory wealth, Congress enacted 
the famous Sherman Anti-Trust Act, which 
Justice Harlan said was to save the masses of 
the people fro m  economic bondage. This piece 
o f legislation was, on the whole, an empty 
gesture, although to some extent, it may have 
checked the process o f concentration in indus­
try. In  any event, the individual business unit 
continued to grow larger and larger.
Then, in 1913, in furtherance o f the New 
Freedom in business, Congress enacted a law 
creating the Federal Trade Commission, which 
was, according to Justice Brandeis, to be "an 
alert and vigilant policeman to prevent further 
inroads of monopolies.”  The Commission, 
through its orders "to cease and desist”  and 
through the various trade practice conferences, 
was successful in  eliminating some unsavory 
competitive practices and business sniping, but 
i t  accomplished little  in  preventing "further 
inroads of monopolies.”
In  retrospect, it now seems clear that our 
various attempts to control business did not 
prevent the individual business unit from 
growing larger and larger, which, in  the be­
ginning, was our objective, but did greatly 
interfere w ith the power o f businesses to do 
any real economic planning w ith  a view to 
the stabilization o f business.
In  brief, in  spite of the attitude o f the courts 
o f common law, in  spite o f  the Sherman Act
and the Federal Trade Commission, business, 
through natural expansion, through mergers 
and combinations, and through trade associa­
tions, has ceaselessly and irresistibly continued 
to become more and more collectivistic in 
character. Many years ago, Joseph Choate 
facetiously remarked that he had never visited 
the State of Pennsylvania, but that he had 
often traveled in the domains of the Pennsyl­
vania Railroad Company. Woodrow Wilson, 
in expounding the doctrines o f the New Free­
dom, referred to certain large industries as 
"corporate states.”  President Roosevelt had 
the same thought in  mind when, during the 
political campaign last year, he frequently al­
luded to the fact that ten or twelve large indus­
tries dominate American life  and business.
Free competition in a free market is an 
eighteenth century dogma, or dream. A  na­
tion of small business is a myth. Anyone who 
believes these things is an economic romanti­
cist and still believes in an economic Santa 
Claus.
Taking a more realistic view o f the situa­
tio n —  our nation economically is a nation 
made up o f forty-eight political states and 
any number o f in d u s tr ia l states whose activi­
ties and spheres of action and influence present 
a crazy-quilt o f overlapping and entangle­
ments.
No one doubts that the near collapse in 
business, which we have recently witnessed, 
in  large part results from imperfect control 
and coordination o f these many in du s tria l 
states. Businesses w ithin an industry have been 
out o f  step w ith each other. I t  is not uncom­
mon fo r a whole industry to be engaged in 
open warfare w ith another industry. There 
have been, and are now, serious and funda­
mental maladjustments between industry on 
the one hand, and agriculture, on the other.
The economic situation before the enact­
ment of the Industrial Recovery Act was not 
unlike the political situation which the Amer­
ican colonies faced before the formation o f 
the Union. As separate and independent col­
onies, their status was impossible. The Con­
federation o f States disintegrated almost in 
the process o f formation; and the colonies, 
much against their individual desires, were 
forced into a political union w ith  a central 
planning board. Our industrial states are now 
being persuaded or forced to enter an economic 
union w ith a semblance o f a central planning
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board. I t  may very well be, as, indeed, it  has 
been rumored, that industry is now being con­
federated and that i f  the confederation does 
not succeed, a real union o f industry w ill be 
created.
The conclusion at which I arrive is that the 
National Industrial Recovery Act is neither 
novel or wholly to have been unexpected. I t  
is a natural and foreseeable, i f  not inevitable, 
sequence in our socio-economic evolution. I t  
is, as I  said this morning, a confession that 
competition as a regulating force in  industry 
has broken down in  wide areas, and is, per se, 
an obstacle in  the road to economic recovery.
It  is my opinion that, even though the 
present legislation is allowed to lapse, is de­
clared unconstitutional, or is formally repealed, 
business-government relationships w ill have 
been formed, precedents set, attitudes devel­
oped, techniques perfected, trends established, 
which w ill not be repealed by a repeal o f the 
legislation in question. Formal control o f this 
type was necessary before the depression laid 
us low. Formal control o f this type, w ith per­
haps less coercion, w ill be necessary even when 
we have emerged from this depression.
I f  I am correct in this analysis, what are its 
implications for business and management in 
the future? This analysis, i f  correct, has many 
interesting implications— too many fo r me to 
discuss in the time I  have this evening. I shall 
confine my attention to those implications in 
which accountants have a direct or indirect 
interest.
In  the first place, the new order in  business 
w ill reveal itself most strikingly in the changes 
which it w ill work in the trade association, 
the organization through which stabilization 
efforts w ill be exerted.
Many new trade associations w ill have to be 
organized, as there are several areas in busi­
ness in which trade associations have not been 
organized. Realignments in  the membership 
o f existing trade associations w ill probably take 
place. The present constitution of trade asso­
ciations is not necessarily the best for the per­
formance of the services which trade associa­
tions may in the future be called upon to per­
form.
The trade association, as this form of experi­
mentation gathers momentum, w ill gain great 
power and prestige. Under the Recovery Act, 
the trade association is expected, w ith govern­
mental backing, to enforce its codes. In  the
course o f time, the trade association w ill be 
expected more and more to act as a law-en­
forcing agency. So far the attention of trade 
associations has been so concentrated on mat­
ters of wages and hours that they have given 
little  attention to the methods and machinery 
for the enforcement o f the codes of fa ir com­
petition. But, sooner or later, the leaders in 
trade associations w ill have given attention to 
the problem of how best to exercise the power 
and prestige o f the association in industrial 
self-discipline.
Certainly, in the course of time the trade 
association w ill more and more acquire power 
to police its industrial area. I t  is notorious that 
our formal courts o f law have almost com­
pletely broken down in the detection and 
punishment o f the small offenders in business. 
Trade associations may well take over this 
function and can undoubtedly perform it  more 
efficiently than it  is now being performed by 
our regular courts of law. Moreover, they 
should in time be of great assistance to the 
state in the detection and punishment of busi­
ness racketeers who, like harpies, now prey 
upon the vitals of the individual business.
I t  would not be surprising to see trade asso­
ciations develop a system fo r settling minor 
intra-industry civil controversies— performing 
in  this respect a function comparable to that 
performed by early mercantile courts. As our 
criminal courts have broken down in the detec­
tion and punishment o f small business offend­
ers, so our civil courts have broken down in the 
enforcement o f small business claims.
An important task which many trade asso­
ciations w ill have to face very soon is the in ­
stitution of uniform accounting systems in 
terms o f which members w ill be required to 
report price, cost, production, and other basic 
data. The performance of this task w ill cer­
tainly require a uniform classification o f ac­
counts; and may, i f  the government takes a 
hand in the matter, require uniform proced­
ures. Some associations have already devel­
oped effective uniform accounting systems for 
their members. Many are working on the 
problem now. Others w ill face the problem 
as soon as the more urgent problems of hours 
and wages have been solved.
Again, the trade association, in view of its 
increased power and prestige, w ill require a 
new type o f personnel in  its organization. Its 
chief executive officer w ill need to be some­
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thing more than a hail-fellow-well-met, or a 
mere promotor. He w ill have to be something 
o f a business statesman to assist in  planning 
for his industry, in  dealing w ith intra-industry 
controversies, in settling inter-industry contro­
versies, and in representing his industry in the 
councils o f the government.
In  the second place, the new order in busi­
ness undoubtedly means that greater emphasis 
w ill be placed upon business research. For 
any kind of business planning, trade associa­
tions must have more adequate and compre­
hensive business data than most of them have 
had. The beginnings which some associations 
have made in amassing basic data fo r their 
membership w ill certainly have to be extended 
in many directions i f  these associations are 
to perform well their function of industrial 
self-discipline.
In  the past, one serious lim itation on effec­
tive research in business has been the fact 
that the records o f individual businesses have 
been ineffectively kept or not kept at all. This 
lim itation w ill have to be removed by the de­
velopment of better accounting and statistical 
techniques, by the training of more efficient 
managers, and by the requirement from trade 
associations that every member, as a condition 
o f membership, shall keep comprehensive and 
adequate accounting and statistical records.
Another serious limitation of effective busi­
ness research has been the fear of the ind i­
vidual unit that a complete disclosure of basic 
data might be helpful to a competitor or might 
involve a public investigation, i f  not prosecu­
tion. These fears w ill be allayed, i f  not re­
moved when the basic data is collected and 
interpreted through a trade association under 
government supervision.
In  any event, it  seems clear to me that an 
era of business planning through trade asso­
ciations w ill place very great emphasis upon 
business research. This w ill require more ade­
quate and comprehensive statistical and ac­
counting data than industry as a whole has had 
available. I t  w ill also require much refine­
ment in accounting and statistical techniques in 
its accumulation and interpretation.
In  the th ird place, the new order in  business 
w ill require that increased attention be de­
voted to the art o f organization. A  friend, 
who, in his work of business research and 
counseling, has had opportunity in the last 
few years to look into the affairs o f some of
our largest corporations, tells me that he has 
been shocked to discover how little  o f sound 
organization the leaders of many of these 
large businesses know and practice. In  other 
words, the principles o f sound organization 
under the present system of individual busi­
ness are sadly neglected. The difficulties w ill 
be multiplied many fo ld  as these individual 
businesses are brought into closer cooperation 
w ith each other through trade associations.
As government and business are drawn 
closer and closer together in their jo int plan­
ning efforts, the principles of sound organi­
zation w ill have to be applied to government 
as well as to business. The principles and 
practices of sound organization in business 
are not what they should be; but in the field 
o f government, largely perhaps because the 
government has no competition, they are much 
more antiquated than in  business. Mr. Beard 
in the Am erican Levia than  has pointed out 
that our government, working under a con­
stitution which was formed fo r stage coach 
days and which has not improved much since 
that time, is now grappling w ith a techno­
logical giant.
Economic theories may come and economic 
theories may go, depending upon the type of 
economic organization under which we live at 
any given moment, but sound principles of 
organization w ill find themselves at home in  
any form of social order.
I need not tell you, of course, that the effec­
tive operation of large organizations depends 
very largely upon comprehensive, accurate, 
well-interpreted accounting and statistical data.
In  the fourth place, in the new business 
order increased emphasis w ill be placed upon 
certain management techniques, accounting 
statistics and forecasting, particularly upon 
accounting. Some one recently made the state­
ment that the new order of business, so far as 
he could divine its needs, would require only a 
few managers, but an army of accountants and 
statisticians. Although this is an extreme state­
ment of the situation, there is no denying the 
fact that quantitive methods, accounting and 
statistics, w ill play a very important part in the 
new business order.
I have already pointed out that sooner or 
later trade associations, unless they have al­
ready done so, w ill be faced w ith the task o f 
formulating and instituting a uniform account­
ing system in terms of which members w ill
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be required to report. The success of the asso­
ciation in controlling its members w ill depend 
in no small degree upon the character o f the 
accounting system which it formulates and puts 
into operation.
The most serious problem which the NR A 
faces or w ill face arises or w ill arise in con­
nection w ith the problem of controlling prices, 
i f  and when it enters upon this delicate and 
dangerous task.
From the outset, much to the disconcertion 
o f some trade associations, General Johnson, 
no doubt representing the point o f view of 
the President, has not only refused to talk 
about prices, but has denied that it is w ithin 
the plans of the N R A to attempt to control 
prices. So far, certainly, the N R A has not per­
mitted any association to include in its code 
a provision for the fixing of prices, although, 
as I  write, the o il industry is making a des­
perate attempt to get a modification in this 
attitude.
The N R A has, however, w ith  much reluct­
ance, ruled that codes may stipulate that those 
subject to a given code shall not sell below 
cost. This ruling, I think, is based upon Sec­
tion 2 of the Clayton Act which forbids price 
discriminations in inter-state and foreign com­
merce. In any event, it  presents an extremely 
difficult problem of interpretation and enforce­
ment.
In  determining what an article costs, may a 
business adopt the average cost o f the industry 
as a criterion? The N R A has ruled that it 
may not, as this, in the opinion of the NRA, 
would be price-fixing. Representatives o f the 
o il industry are still insisting it  be permitted 
to include such a provision in  its code. Under 
the present ruling, must the cost be the indi­
vidual cost of the business? As of what time 
must the cost be determined ? As of the pres­
ent time? I f  so, must the cost be figured on 
present actual production or some percentage 
o f present potential production? Or w ill the 
business be permitted to use as a measuring 
stick the individual cost o f some pre-deter­
mined date, say, 1926? These and other ques­
tions are questions of policy on which the 
N R A must make pronouncements sooner or 
later. I  am informed that the N R A has had 
some experts working on these problems for 
some six weeks past. When the N R A has 
formulated and published its criteria, the ac­
countants w ill be called upon to apply them in 
those industries which have adopted a code
containing a prohibition against selling below 
cost. Regardless o f the criteria adopted, their 
application, for obvious reasons, w ill be no 
simple task.
As everyone knows, the N R A at present is 
concentrating its attention on the problem of 
getting mass reemployment at higher wages. 
I f  and when it  has attained this objective, it 
w ill, I believe, be forced to give official atten­
tion to the matter of price. Whether or not it 
enters upon the task of fixing prices, it  w ill 
in any event need all the accounting and sta­
tistical data it  can get on costs o f raw mate­
rials, wages, volume of production and prices. 
This w ill certainly increase the work of the 
accountant.
The accountant is now performing an im ­
portant task in the collection of basic data on 
wages, volume of production, and prices in 
connection w ith the preparation o f the various 
codes of fa ir competition. When these various 
codes have been adopted, the accountant w ill 
still be called upon to collect these basic data 
for the individual business and for the trade 
association as a basis for checking the operation 
of these codes.
An accountant o f Chicago recently said to 
me that the Income Tax Law raised the ac­
countant from the mire o f mediocrity, and that 
the Agricultural Adjustment Act, the Federal 
Securities Act, the National Industrial Recov­
ery Act, the Banking Act, and the Transporta­
tion Act would raise him to the seventh 
heaven. A fter making appropriate discounts 
in this statement because of the gentleman’s 
natural and justifiable pride in his profession, 
the layman must admit that the statement still 
carries a large element of truth.
A  New Defense
The Associated Press, under date of Sep­
tember 26, carried a note from Olothe, Kansas, 
reading: "Mrs. Naomi Ayers Lightfoot was 
acquitted today on a charge o f embezzling 
$3,855 while she was clerk o f the Johnson 
County district court. The defense contended 
the audit o f Mrs. L ightfoot’s accounts made 
soon after she le ft office, was not the work of 
certified public accountants.”
This reminds us o f the small boy’s essay on 
Pins, in  which he said: "Pins have saved the 
lives o f a good many people.”  When asked 
by the teacher as to how that could be, he re­
plied, "By their not swallowing them.”
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The Status of the Certified Public Ac­
countant Under the Securities Act
By H e rm a n  H e rw o o d , C.P.A ., New York City
"P U BLIC  accounting was given its first big 
impetus under the British Bankruptcy Act 
o f 1831 and the Company’s Act o f 1862. In  
the United States, since the passage o f the 
first Certified Public Accountant Act by New 
York State, on A p ril 17, 1896, the demand 
fo r the services o f accountants has constantly 
increased.
In the early stages of accounting, we find 
that the accountant concerned himself primari­
ly w ith proprietorship accounts. W ith  the pass­
age o f the Revenue Act o f 1916 on September 
8, 1916, and the Revenue Act o f 1917 on 
October 3, 1917, in which latter act was em­
bodied the Excess Profits Tax, the account­
ing profession experienced a great accelerat­
ing movement.
W ith  the passing o f time, creditors began 
to insist on certified financial statements. The 
New York Credit Men’s Association and the 
Uptown Credit group assumed leadership in 
this field and today they demand detailed and 
verified audits, budgets, etc. The banks are 
closely fo llow ing in  their footsteps.
In  January, 1933, the New York Stock 
Exchange issued regulations requiring that all 
applications for listing of corporation securi­
ties be supported by financial statements cer­
tified by independent public accountants. In 
March of this year, the Chicago Stock Ex­
change adopted similar requirements.
Recent Federal legislation has taken cogni­
zance o f the accountant as a definite force in 
the economic life  of our nation. The Federal 
Securities Act, which was signed by the Presi­
dent on May 27, 1933, recognizes the inde­
pendent accountant as an important factor in 
our financial structure. This Act requires that 
every corporation or other entity, offering its 
securities to the public in  interstate commerce 
must file w ith the Federal Trade Commission, 
a registration statement, supported by definite 
documents and details concerning the legal 
and financial status o f the company. Such in ­
formation must be of sufficient scope to enable 
the purchaser to grasp the essential material 
facts and to arrive at an accurate judgment
of the value o f the security offered.
The independent public or certified account­
ant is mentioned specifically in  the different 
sections o f the Act. The Federal Trade Com­
mission, which is charged w ith the adminis­
tration of the law, makes clear what certified 
or public accountants they w ill recognize. 
Article 10, o f the regulations, as issued on 
July 6, 1933, reads as follows:
” Accountants.— The Commission, unless it  
otherwise specifically directs, w ill not recog­
nize any person as a certified accountant who 
is not duly registered and in good standing 
under the accounting laws o f the State, terri­
tory or country o f his residence or principal 
office as a certified public accountant. The 
Commission w ill not recognize any person as 
a public accountant who is not duly recognized, 
in good standing and entitled to practice as 
such under the laws o f the State, territory or 
country of his residence or principal office.
"The Commission w ill not recognize any 
such certified accountant or public accountant 
as independent i f  such accountant is not in 
fact independent. Unless the Commission 
otherwise directs, such accountant w ill not be 
considered independent w ith respect to any 
person in  whom he has any interest, directly 
or indirectly, or w ith whom he is connected 
as an officer, agent, employee, promoter, un­
derwriter, trustee, partner, director, or person 
performing similar function.”
The accountant under this Act is concerned 
w ith questions 51, 54, 55 and 56 o f the reg­
istration statement, which deal w ith the prep­
aration and presentation of financial state­
ments. Subdivisions 25, 26 and 27 of Schedule 
"A ”  o f the Act require that the registration 
statement contain the following, to be certi­
fied by an independent public or certified 
accountant:
1. Balance sheets dated not more than nine­
ty days prior to the filing  o f the registration 
statement and i f  not certified by an account­
ant, then there must also be submitted an ad­
ditional certified balance sheet dated not more 
than one year prior to the date of filing.
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2. Profit-and-loss statements for the latest 
fiscal year and for the two preceding fiscal 
years. I f  the date o f the filing  o f the registra­
tion statement is more than six months after 
the close of the last fiscal year, then an addi­
tional statement must be submitted from such 
closing date to the latest practicable date.
3. A  balance sheet and profit-and-loss 
statements for three preceding fiscal years of 
any company which is to be acquired by the 
proceeds of the security to be issued.
The written consent o f the accountant, when 
his name is used in the registration statement, 
must be filed. Section 7 provides as follows:
" I f  any accountant, engineer, or appraiser, 
or any person whose profession gives authority 
to a statement made by him, is named as hav­
ing prepared or certified any part o f the regis­
tration statement, or is named as having pre­
pared or certified a report or valuation fo r 
use in connection w ith the registration state­
ment, the written consent of such person shall 
be filed with the registration statement. I f  
any such person is named as having prepared 
or certified a report or valuation (other than 
a public official document or statement) which 
is used in connection w ith the registration 
statement, but is not named as having prepared 
or certified such report or valuation fo r use 
in connection w ith the registration statement, 
the written consent of such person shall be 
filed with the registration statement unless 
the Commission dispenses w ith such filing  as 
impracticable or as involving undue hardship 
on the person filing  the registration state­
ment.”
Question 54 o f the registration statement as 
contained in the regulations, requires compara­
tive balance sheets, and question 5 5 deals w ith 
profit-and-loss statements. A t the end o f each 
statement auditor’s certificates are required. 
Article 11 o f the regulations, which is quoted 
below, makes clear what these certificates 
should embody.
"C ertifica tions B y Accountants O r O ther 
Experts .— Any certificate by an independent 
certified, or public accountant w ith respect to 
any part o f the registration statement, any 
papers or documents used in connection there­
with, shall be dated and shall state that such 
accountant or other expert has, after reasonable 
investigation, reasonable grounds to believe, 
and does believe, at the time o f the date of 
such certificate, that the statements therein are
true and that there is no omission to state a 
material fact required to be stated therein or 
necessary to make the statements therein not 
misleading, except as specifically noted.
" I f  in  any case such accountant or other 
expert is unable to satisfy himself concerning 
the correctness of any item in the said part of 
the registration statement, papers or documents 
he shall refer to such items in his certificate 
and give appropriate explanation thereof.
" I f  anything comes to the attention o f such 
accountant or other expert, or he obtains 
knowledge o f any facts before the effective 
date o f registration which would make any 
o f the material items therein untrue, or ind i­
cate that there was no omission to state a ma­
terial fact required to be stated or necessary to 
make the statements therein not misleading, he 
shall bring such immediately to the attention 
of the Commission.
"Where a partnership o f certified or pub­
lic accountants certifies to a registration state­
ment or any part thereof or any document 
used in  connection therewith, the certificate 
shall be signed w ith the partnership name and 
by a member thereof.”
In  determining what constitutes reasonable 
investigation and reasonable grounds fo r be­
lief, the standard o f reasonableness shall be 
that required o f a person occupying a fiduciary 
relationship (Section 11). In  the House (Con­
ference) Report No. 152, page 26, the duties 
of a fiduciary are stated as fo llows:
"A  fiduciary under the law is bound to exer­
cise diligence o f a type commensurate w ith the 
confidence, both as to integrity and compe­
tence, that is placed in him. This does not, 
o f course, necessitate that he shall individually 
perform every duty imposed upon him. Dele­
gation to others o f the performance of acts 
which i t  is unreasonable to require that the 
fiduciary shall personally perform is permissi­
ble. Especially is this true where the character 
o f the acts involves professional skill or fac ili­
ties not possessed by the fiduciary himself. In  
such cases reliance by the fiduciary, i f  his re­
liance is reasonable in  the light o f all the cir­
cumstances, is a fu ll discharge of his responsi­
bilities.”
An accountant who has given his consent 
to the use o f his name is liable for false and 
misleading information to the same extent as 
the officers, directors and underwriters. His 
liability is direct, and any purchaser of securi­
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ties, who finds himself aggrieved, may sue 
him (Section 11). Section 24 provides for 
criminal liability as well.
The status of an independent accountant 
was recently decided in a case brought before 
the Federal Trade Commission. A  corpora­
tion sought to free its accountant from this 
liability by including in its statement filed 
with the Federal Trade Commission, an agree­
ment to indemnify the accountants who had 
audited their books against suits brought under 
the Securities Act. The Federal Trade Com­
mission indicated that i f  an accountant is thus 
indemnified by the corporation, he w ill not
be deemed an independent accountant and his 
statements required to be filed in the registra­
tion statement, w ill not be accepted by the 
Commission, and the registration, therefore, 
w ill not be permitted to go into effect.
The certified public accountant in  thus 
achieving legal recognition has been burdened 
w ith corresponding obligations. W hile the 
imposition of direct civil liabilities may have 
its hardships, nevertheless, his duty is to the 
public and all his efforts must be concentrated 
in the presentation o f complete, thorough and 
intelligent financial statements.
Fourth International Congress of 
Accountants
R E P O R T  O F  
D E A N  JO S E PH  C. M Y E R  
O n e  o f  t h e  D e l e g a t e s  o f  T h e  A m e ric a n  
S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n t a n t s  
T H E  FO U R T H  International Congress on 
A ccounting held in London from  July 17  
to July 22 did much to strengthen the cordial 
relations which exist between organized 
bodies of practising accountants throughout 
the world. Delegates and visitors from  
twenty-two countries attended the conference 
and, notwithstanding the fact that each dele­
gation came from  countries with different lan­
guages, customs and social attributes, the fine 
spirit of cooperation and good will and the 
zeal and painstaking efforts of the committee 
in charge in printing papers in different lan ­
guages made the Congress a complete success 
with everybody in a happy mood and satisfied 
that the w orld’s store of accounting knowl­
edge had been increased.
The speakers were widely known as au­
thorities in their particular subjects. (Both 
speakers and subjects were given in the Sep­
tember issue.)
The speakers were not compelled to read 
their papers in fu ll. Each paper had been 
printed in advance and copies had been mailed 
to all the delegates and were available to all 
visitors to the Conference. This practice made 
delegates familiar w ith the speakers’ subjects 
and led to considerable discussion of each 
paper. This, by the way, offers an excellent
suggestion to those who have charge of Ameri­
can conventions. The discussion, for the most 
part, was carried on in  English, but wherever 
delegates did not speak English, their remarks 
were quickly translated and distributed to 
other members of the Congress.
I t  was my good fortune to act as Honorary 
Chairman at the reading of M r. Cutforth’s 
paper on Foreign Exchange. His clear and 
lucid explanation o f the practice now in 
vogue on the write-up and write-down of 
asset values in connection w ith exchange fluc­
tuations led me to say that his paper would 
find its way into the universities that have 
courses in foreign exchange accounting. The 
literature on this subject is pretty much out 
o f date because o f the dollar’s wide fluctua­
tions. To me, Mr. Cutforth’s was a most im ­
portant paper because of its timeliness when 
the pound, franc and mark were gyrating up­
ward to the distress and discomfort o f the 
American delegation, whose dollars were be­
coming worth less and less.
I expressed my regret to the Congress that 
Mr. Cutforth’s topic was not broad enough to 
have him, from his experience, suggest a pos­
sible solution fo r the present ills in foreign 
exchange. I  remarked that the evident good 
feeling and fine understanding between mem­
bers o f different nations who were engaged in 
the same professional activity and who under­
stood each other’s technical language led me 
to make a recommendation that whenever in 
the future a tariff commission or economic
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conference is organized, each country’s dele­
gation have at least one certified, chartered, 
or authorized accountant not merely as an ad­
visor to the delegation, but as a delegate mem­
ber himself so that his voice would have some 
ring of authority and so that he, together with 
the accountants o f other nations, might work 
out a technical and an equitable solution to 
problems of tariffs, trade relations and eco­
nomic conditions. I recommended particularly 
that at the next economic conference each 
prominent delegation include as a member of 
its body an accountant whose contact w ith so 
many different lines o f business and the effect 
that foreign trade has on these lines would be 
of benefit to the commission.
I t  also seemed to me appropriate to mention 
that accountants generally should take more 
interest in  public affairs, and that the position 
of Comptroller in any city should be held by 
a man who has not only some banking ex­
perience, but who understands the various 
business activities of his locality and who can 
comprehend the significance of statements, 
records, figures, books and business conditions.
Aside from the technical features, the Eng­
lish, Irish and Scottish Accountants arranged 
social activities that kept the American delega­
tion busy from nine to five— that is, from 9 
a.m. to 5 a.m. International luncheons w ith 
different types of beverage for each toast, re­
ceptions w ith the choicest food, fine liquors 
and musical entertainment, a banquet at Guild 
H all w ith 750 accountants and nobility from 
all over the world— all in formal attire, a ball 
w ith the daughters o f former presidents of 
The American Society of Certified Public Ac­
countants prominent in attendance, spinning 
wheels w ith checkered numbers, trips to Eng­
land’s old castles, universities, and finally a 
golf tournament at Moore Park Country Club, 
w ith first prize to Andrew Stewart’s 69 that 
I  had the pleasure to card— all in  all, five days 
o f activity that w ill live long in the minds of 
the United States representatives.
Mr. A. S. Fedde in the Accountants’ C lub  
W orksheet commented on the fact that he 
made use o f several changes o f formal attire. 
He was lucky to have several full-dress suits—
I  know one American Accountant who set out 
scouting for a swallowtail three hours before 
the first reception.
One group o f the American delegation 
visited Ireland as the guests o f the Institute of
Accountants in Dublin. A  second group 
visited Scotland as guests of the Institutes o f 
Accountants o f Glasgow and Edinburgh. M r. 
Arthur Upleger, formerly president o f The 
American Society of Certified Public Account­
ants, spoke for the American delegation in 
Glasgow and Mr. Alexander Banks another 
past president of The American Society spoke 
at Aberdeen.
A t a short meeting o f the American delega­
tion just before the close of the Conference, 
there seemed to be a feeling among a number 
of the delegates that there should be some 
definite international organization to schedule, 
conduct and control international congresses 
in the future. The present situation is more 
or less a hit-or-miss proposition. The First In ­
ternational Congress was held in  1904 at St. 
Louis. There was a lapse then of twenty-two 
years to 1926 when the Second Congress was 
held at Amsterdam at the invitation o f Dutch 
accountants. The Third Congress was held in 
New York City in 1929 at the invitation of a 
group of American accountants. The Fourth 
Congress was held in London at the combined 
invitation of the two main societies of ac­
countants in the British Isles.
For the next Congress, nothing definite had 
been decided. Delegates from Italy requested 
a date for 1945, but later amended that to an 
earlier date, which was not specified. There 
seemed to be a feeling among one group of 
the American delegates that the United States 
ought to sponsor the next Congress or at least 
work out some arrangement w ith Canada to 
make sure that a Congress w ill be held w ithin 
a reasonable time. I t  was decided that the 
delegates report back to their individual State 
and National bodies and that recommendation 
be made w ithin those bodies for the appoint­
ment of a steering committee to represent the 
United States in the selection of the site o f the 
next world Congress and in America’s partici­
pation in that Congress.
Colonel Montgomery speaking for the 
American group expressed the appreciation o f 
the group for the fine hospitality and cordial 
spirit shown to the Americans at the Congress.
In  checking over the list of committees of 
the Detroit Board of Commerce, it was noted 
that seven certified public accountants were 
named to various committees.
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Questions and Answers Department
Editor, W . T. Su n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
Solution to problem 11 of the November, 1932, Examination Service of The American 
Society, published on page 49 of the January, 1933, issue.
Let B =  Earned Surplus of J. R. Bruce Co. before adjustment.
L =  Earned Surplus of Larton Mfg. Co. before adjustment.
S =  Portion of Earned Surplus of J. R. Bruce Co. belonging to Larton Mfg. Co.
As the minority interests in Larton Manufacturing Company must share 20% of that 
company’s deficit reduced by 20% of the 10% of Bruce’s surplus belonging to Larton 
Manufacturing Company, such minority interests may be expressed thus:
.20 (L +  S)
But the determination of the value of S involves further calculation. This amounts to 
10% (Larton’s proportionate holding of Bruce’s stock) of Bruce’s surplus (before ad­
justment) plus 80%  (Bruce’s proportionate holding of Larton’s stock), of the sum of 
Larton’s surplus (before adjustment) and the portion of Bruce’s Earned Surplus belong­
ing to Larton. Hence, the value of S may be expressed in an equation as follows:
S =  .10 [B +  .80 (L +  S )]
W e may now proceed to simplify this equation in this way:
And substituting the values of S thus found in our first equation, .20 (L +  S ) , we 
have:
.20 L +
5B +  4L
46
=  Minority interests.
The foregoing equation may be simplified in the following manner:
.20
46L +  5B +  4L
46 .
i  = Minority interests.
.20
 5B +  50L
 46 
 =  Minority interests.
B +  10L
46
=  Minority interests.
W e may now apply the known values of B, $2,467.62, ($4,963.84 — $2,496.22), 
and L, —  $2,475.64, ($6,487.16 —  $8,962.80) in this simplified equation and determine 
the minority interests in this particular case. The calculations follow:
$2,467.62 — $24,756.40 
46
=  $484.54 (Minority Deficit).
S =  .10 [B +  .80L +  .80S] 
S =  .10B +  .08L +  .08S 
.08S =  .10B +  . 08L 
.92S =  .10B + . 08L 
.10B +  .08L 
.92 
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 C. P. A. Examination Questions* 




Stockholders of the Ace Manufacturing Company and the G. L. Bays 
Company have been presented with a plan of reorganization. A summary of the 
plan follows together with the balance sheets of the two companies, from which 
you are asked to prepare a balance sheet of the new company:
Ace-Bays, Incorporated is to be established with an authorized capital 
stock of one hundred and sixty thousand 7% cumulative preferred shares having 
a par value of $25.00 each, and five hundred thousand shares of no-par common 
stock.
It is proposed to exchange shares of the new organization for the out­
standing shares of the old on the following basis:
(a) For one share of Ace Manufacturing Company’s preferred stock, 
four shares of Ace-Bays, Incorporated preferred.
( b ) For one share of Ace Manufacturing Company’s Common stock, two 
shares of Ace-Bays, Incorporated preferred and five common.
(c) For two shares of G. L. Bays Company’s stock, one share of Ace- 
Bays, Incorporated preferred and seven common.
Following the transfer of the stock, it is proposed to dissolve the two old 
organizations and conduct all operations in the plant owned and occupied by 
Ace Manufacturing Company.
Mortgage holders have agreed to accept 1,400 shares of the new issue of 
preferred stock in payment of the bonds which matured November 15, 1932, 
and the accrued interest in default on December 31.
Five thousand shares of common stock are to be sold to the president of 
Ace Manufacturing Company at $2.50 per share and he, in turn, agrees to pay 
in thirty shares of Ace Manufacturing Company’s common stock in satisfaction 
of the $1,750.00 charged to his account.
An underwriting syndicate has agreed to take over the balance of the stock 
not involved in the transfer and to offer it to the public in units of one pre­
ferred share and four common shares at $40.00 per unit, of which it will turn 
over to the company $35.00. Common stock not absorbed in unit sales will be
* T h e  S erv ice  o f E xam in atio n  questions conducted by T h e A m erican  S o ciety  furnishes p racti­
cally  tw ice as m any questions in T h eo ry , A uditing, C om m ercial L aw , and Econ om ics and Public  
F in an ce as could be used by any S ta te  B o ard  fo r  a  fo u r-h o u r exam ination  period, and tw ice as  
m any problem s in P ra c tic a l  A ccou n tin g  as would be required fo r tw o exam ination  periods o f fou r  
to five hours each. A  B o ard  using the service m akes its ow n selections and adds any special ques­
tions or problem s w h ich  it desires. P a r t  of the problem s in P ra c tic a l  A ccoun tin g follow .
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d istrib u ted  b e tw e e n  th e  u n d e rw rite rs  an d  v a rio u s  in d iv id u als, a c co rd in g  to  
a g re e m e n t, as co m p e n sa tio n  f o r  serv ices.
O f  th e  ca sh  re ce iv e d  f r o m  th e  sa le  o f  s to ck , $ 5 0 0 ,0 0 0 .0 0  is to  b e  re se rv e d  
fo r  th e  p u rch a se  o f  n ew  e q u ip m e n t; $ 6 5 0 ,0 0 0 .0 0  is to  b e  u tiliz e d  f o r  p ay in g  
off a ccru e d  w a g e s , b an k  lo a n s  a n d  o v e rd ra f t , tra d e  a cce p ta n c e s , d iv id en d s u n ­
p a id , a n d  as m a n y  tra d e  a cco u n ts  p a y a b le  as p ossib le . T h e  b a la n c e  is to  b e ad d ed  
to  w o rk in g  ca p ita l.
B a la n c e  sh eets  o f  th e  tw o  co n so lid a tin g  co m p a n ie s  fo llo w :
A C E  M A N U F A C T U R IN G  C O M P A N Y  
B a l a n c e  Sh e e t — D e c e m b e r  3 1 ,  1932  
A ssets
Current Assets :
N otes receivable ...................................................................... $  7 3 ,8 5 7 .0 0
Trade accounts receivable, less reserve for bad debts
of $ 9 2 ,6 0 5 .0 0  ......................................................................  2 6 4 ,3 1 0 .4 8
Advances to o ff ic e r ...................................................................  1 ,7 5 0 .0 0
Merchandise ................................................................................. 4 5 3 ,3 3 2 .9 8
Raw materials, at the lower of cost or m arket...........  3 8 4 ,0 7 5 .3 2  $ 1 ,1 7 7 ,3 2 5 .7 8
Investments, at cost:
Bonds of other companies (m arket value $ 9 ,4 2 7 .0 0 )  $  6 2 ,5 1 8 .5 0
Treasury stock (2 ,9 5 0  common shares) ...................... 2 2 9 ,5 0 0 .0 0  2 9 2 ,0 1 8 .5 0
Land, Buildings, M achinery and Equipment at sound 
values, as appraised by Messrs. Cameron-Grey and
Co. on December 31, 1 9 3 2 ...................................................  2 ,3 8 4 ,2 5 1 .6 0
Prepaid E x p e n se s ............................................................................ 3 ,8 5 9 .0 2
Patents, Goodwill and Copyrights, paid for in com­
mon s to c k ......................................................................................  2 0 0 ,0 0 0 .0 0
Total assets ...........................................................................  $ 4 ,0 5 7 ,4 5 4 .9 0
L iabilities  an d  N e t  W o rth
Current Liabilities:
Bank overdraft ......................................................................$  1 1 ,3 9 5 .4 8
Bank loans ..............................................................................  2 2 ,5 0 0 .0 0
Trade acceptances, past d u e ...........................................  6 9 ,3 5 0 .0 0
N otes receivable discounted ...........................................  7 2 ,4 0 0 .0 0
Accounts payable ................................................................. 8 4 3 ,2 8 3 .0 9
Accrued interest on bonds, of which $ 8 ,2 9 5 .0 0
was due November 15, 1932  ...................................  1 0 ,3 6 8 .7 5
Accrued wages ......................................................................  7 ,7 1 9 .43  $ 1 ,0 3 7 ,0 1 6 .7 5
6 %  First M ortgage Bonds (o f which the annual 
prepayment of $ 2 6 ,5 0 0 .0 0  due November 15,
1932 , was not p a id ) ...........................................................  2 7 6 ,5 0 0 .0 0
N et W orth :
8 %  cumulative preferred stock, 1 5 ,0 0 0  shares 
authorized and outstanding, par value $ 1 0 0 .0 0 ,  
on which no dividends have been paid since 
January 1, 193 0  ..............................................................$ 1 ,5 0 0 ,0 0 0 .0 0
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Common stock, no-par value, 12,500 shares au­
thorized and issued ..........................................  1,237,500.00
Surplus arising from appreciation o f capital assets,
less operating deficits aggregating $82,495.68. 6,438.15 2,743,938.15
Total liabilities and net w orth ................................  $ 4 ,0 5 7 ,4 5 4 .9 0
G. L. B A Y S  C O M P A N Y  
B a l a n c e  Sh e e t — D e c e m b e r  3 1 ,  19 3 2  
A ssets
Current Assets:
Cash on hand and in b a n k s ................................................ $  3 9 ,6 8 1 .4 7
Trade accounts re c e iv a b le ...................................................  5 9 8 ,3 0 0 .2 1
M e rch a n d ise ................................................................................. 7 1 4 ,6 7 4 .3 7
U. S. Fourth Liberty Loan bonds, at cost, market
value $ 1 5 ,3 0 0 .0 0  ................................................................. 1 5 ,0 7 5 .0 0
Prepaid insurance ...................................................................  1 ,9 6 3 .4 3  $ 1 ,3 6 9 ,6 9 4 .4 8
Furniture and Fixtures and Equipment at cost; sound 
value as appraised by Jennings and Knapp on D e­
cember 31, 1932 , $ 1 7 4 ,3 6 6 .5 7  ........................................  1 8 3 ,9 5 9 .6 9
Total assets ...........................................................................  $ 1 ,5 5 3 ,6 5 4 .1 7
L iabilities and  N et  W orth
Current Liabilities:
Trade accounts p a y a b le .........................................................$  6 4 ,8 2 7 .9 5
Dividends payable on January 15, 1 9 3 3 ...................... 4 0 ,0 0 0 .0 0
Accrued w a g e s ...........................................................................  1 ,3 0 2 .5 2
Accrued interest on chattel m o rtg a g e ...........................  8 2 .2 0  $ 1 0 6 ,2 1 2 .6 7
Chattel M ortgage, on which a payment of $ 3 0 0 .0 0  is 
due on M arch 1, 1 933 , and instalments of $ 3 0 0 .0 0
each third month th e re a fte r ................................................  4 ,1 1 0 .0 0
Reserves:
Bad d e b ts ......................................................................................$  2 6 ,8 2 1 .4 0
D ep recia tio n ................................................................................. 3 1 ,4 4 2 .7 8  5 8 ,2 6 4 .1 8
N et W o rth :
Capital stock— 1 0 0 ,0 0 0  shares authorized; 8 0 ,0 0 0
outstanding, par value $ 1 0 . 0 0 ......................................$ 8 0 0 ,0 0 0 .0 0
Surplus—
Arising from  contributions of assets at date of
incorporation ...................................................................  2 7 3 ,6 4 9 .5 2
Earned ......................................................................................  3 1 1 ,4 1 7 .8 0  1 ,3 8 5 ,0 6 7 .3 2
Total liabilities and net w o r t h ................................  $ 1 ,5 5 3 ,6 5 4 .1 7
I t  is a g re e d  th a t  th e  assets  o f  th e  n ew  co m p a n y  sh all b e ta n g ib le  assets  
o n ly , w h ich  sh all b e  p rice d  a t  m a rk e t o r  cu rre n t sou n d  v a lu es .
Y o u  a re  ca lle d  u p o n  to  p re p a re  a  b a la n c e  sh e e t o f  A ce -B a y s , In c o rp o ra te d  
o n  D e c e m b e r  3 1 ,  1 9 3 2 ,  o n  th e  assu m p tio n  th a t  a ll  th e  fo re g o in g  tra n sa ctio n s
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were consummated on that date, including the underwriting transactions and 
the retirement of the liabilities.
Problem 2:
Smith is a builder of small homes which he sells on the instalment plan, 
retaining title to the property until fully paid for. Earned profits on sales are 
taken up on his books on the usual instalment basis of accounting and in his 
Federal income tax return earned profits from such sales are likewise so re­
ported. Income is returned on the calendar year basis.
On January 1, 1929, Smith entered into a contract with Jones to sell him, 
on instalment terms, a bungalow constructed in 1928. Jones was able to make 
the instalment payments until June, 1933, at which time, due to financial 
reverses, he relinquished all claims to the property in consideration of his re­
lease from further liability on the contract.
From the books of Smith, the following facts are ascertained:
Selling price— Smith to Jones, January 1, 1929.......................................... $9,000.00
Total cost o f property to Smith (construction completed on December
30, 1928; fair market value in June, 1933, $4,600.00).......................  6,000.00
Amount of first mortgage on property held by the X Y Z  Finance Co., 
mortgagee, and signed by Smith, mortgagor; mortgage to be assumed 
by Jones when instalment payments of $5,000.00 have been made. . . . 4,000.00
Total instalment payments made by Jones to Smith to date o f cancellation
of contract, o f which cash of $150.00 was received in 1933.................  1,500.00
Smith had computed correctly the earned profit on the transaction and 
had reported it in his Federal income tax return in accordance with the tax 
regulations. (1) What effect will the cancellation of the contract have on 
Smith’s taxable income for the calendar year 1933, and (2) what entries should 
be made on the books of Smith to reflect the cancellation ?
Problem 3:
Mr. J. B. Sterling, president of the Nomad Manufacturing Company, 
hands you the following condensed comparison of operations for the years 
ending December 31, 1931 and 1932. He believes that a considerable portion 
of the loss for the year 1932 is attributable to reductions in selling prices not 
completely compensated for by reductions of the prices of raw materials pur­
chased.
Write a letter to the president pointing out to him the apparent causes for 
the decline in net profit for 1932.
The data submitted by the president follow:
Particulars 1931 1932
Units sold .............................................................. 211,360 179,864
Sales ......................................................................$321,267.20 $259,004.16
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Cost of sales—
Raw materials ............................................ . . .$237,524.30 $184,243.92
Direct labor .............................................. . . . 23,885.94 19,216.51
Factory overhead........................................   23,239.79 24,020.65
Variation in finished goods inventory—- 
Raw materials ........................................ 4,284.31* 4,570.11
Direct labor .......................................... 433.43* 467.81
Factory overhead . . ................................ 429.82* 584.75
Cost of sales ...................................... . . .$279,502.47 $233,103.75
Selling expenses ............................................ . . .  23,131.24 24,087.39
General and administrative expenses.............   15,742.09 16,835.27
Total cost and expenses.............................. . . .$318,375.80 $274,026.41
Net profit ................................................... $ 2,891.40 $ 15,022.25*
*Red.
Problem 4:
The Wall Paper Company has established a number of branches which sell 
paints and wallpaper to the public. Most of the merchandise handled by the 
branches is purchased from the home office at regular retail prices which are 
maintained uniformly for all merchandise including outside purchases at 
twenty-five per cent above the actual cost to the company. Outside purchases 
made by branches and inventories thereof are carried at retail on the branch 
books and the markup is credited to an income account. A check to cover such 
purchases is sent periodically to each branch. Bank balances of branches, except 
for an amount estimated to cover immediate expenses, are remitted to the home 
office at the beginning of each month. The accounts of each branch are audited 
annually.
During the fiscal year ended June 30, 1933, remittances from one of the 
retail branches to the home office were irregular, and suspicion arose as to the 
correctness of the monthly reports submitted by the branch manager. The 
president of the company decides to have an immediate audit made of this 
branch, and on July 1, 1933, you are called upon to make an investigation. 
The following information is made available to you:
On the home-office books the account of the branch was as follows:
Particulars Amount
Balance— July 1, 1932 ..................................................... $ 62,501.63
Merchandise shipments at branch selling prices............. 128,125.00
Equipment purchases, at c o s t..........................................  7,750.00
Remittances for outside purchases (not including pur­
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Bad debts submitted by manager as at June 30, 1933, 
and write-off approved............................................  1,219.12 128,437.25
Balance—June 30, 1933 ......................................  $111,914.38
An audited trial balance of the branch at July 1, 1932, consisted of the 
following items:
Particulars Amount
Cash— from June, 1932, receipts........................................  $ 14,962.63
Customers’ accounts receivable ..........................................  16,227.08
Inventory— June 30, 1932, at selling price.......................  17,148.29
Equipment purchased by home office....................................  21,915.00
$ 70,253.00
Accounts payable—
Rent ...................................................................................$  826.22
Outside purchases ...........................................................  6,925.15 7,751.37
Balance— June 30, 1932............................................... $ 62,501.63
Upon examination you find that during the fiscal year the monthly pur­
chases from outside concerns as reported to the home office were correct, that 
the amounts received from the home office were not all applied to the payment 
of these accounts, and that as at June 30, 1933, the total accounts payable 
amounted to $12,525.08. Cash on hand and in the local bank at June 30, 1933, 
was $1,916.22. A list of the collectible accounts receivable at June 30, 1933, 
verified by you (less the items allowed as bad debts which you find to be cor­
rect) totalled $19,526.11. Salaries and wages were fully paid by the manager 
to June 30, 1933, and for the year amounted to $24,908.15. The monthly rental 
of the store was based upon 5% of net sales, and you find that since July 
1, 1932, the manager has paid a total of $8,555.01 to the lessor, payment for 
any one month being made at the beginning of the month following. An in­
ventory at June 30, 1933, taken under your supervision and valued at selling 
price, was $15,226.19. The experience of the company relative to returns and 
allowances on merchandise sold has been that 5% approximates very closely 
the loss to each branch. No equipment purchases were made by the branch 
from outside sources during the year. No depreciation is recorded except on 
the books of the home office.
From the above facts prepare a trial balance of the branch office before 
closing, showing thereon the shortage of the manager, if any, and append to 
the trial balance your computations.
Problem 5:
Following the bank moratorium in March, 1933, The Builders State Bank 
reorganized. Capital was procured from wholly new stockholders and the in­
stitution was renamed The Builders Bank and Trust Company. Under con­
tract, the old bank sold all its assets to the new company which, in turn,
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assumed all the obligations of its predecessor. With the exception of fixtures 
and equipment, and United States government securities which were to be taken 
over at net book values and market, respectively, and certain other items which 
had a definite market value, the contract did not fix transfer values of assets. 
It was stipulated, however, that any excess realized in the liquidation of these 
unvalued assets over the amount of the net liabilities assumed should be turned 
back to the old bank for distribution to the old stockholders. The new bank 
was given unrestricted title to the assets, with unlimited power to dispose of 
them as its officers deemed best. The obligation of the old bank to the new 
was credited with the values of fixtures, Federal securities, cash, and such loans 
and other securities as were considered unquestionably sound. As the market 
values of other assets rose to levels equal to their value on the books of the 
old bank, the new bank took them up and credited the obligation of the old 
bank with the current market plus accrued interest to the date of the book 
transfer. From the date of reorganization to July 31, all income received from 
securities which had not been so transferred to the books of the new bank 
was credited to the obligation of the old bank and treated as income of the 
old organization.
It has been pointed out that since the terms of the contract gave the new 
bank title and possession of the assets of the old bank, income from such assets, 
regardless of whether such assets are reflected or not reflected on the books of 
the new organization, should be shown as taxable income of the new bank. 
The officers defend their procedure by stating that the bank examiner refused 
to let them take certain assets on their books and they had deferred the time 
of transferring others until market values rose to a point where a minimum 
loss would be incurred by the old bank. Which position would you defend? 
Why?
| B O O K  R EVIEW S j
P r a c t ic a l  C r e d it  A n a l y s is , by Eugene S.
Benjamin, 220 F ifth  Avenue, New York
City. Mimeographed, bound. Price $7.00.
A. D. Whiteside, president of Dun & Brad- 
street Company and the National Credit Office, 
says in  his Introduction to the work: "O f the 
most important factors which need qualified 
considered enlightenment at the present state 
o f Credit knowledge, is the advanced, thor­
ough, experienced interpretation of Financial 
Statements. . . . The relationship o f the vari­
ous items in  a single Financial Statement or 
in successive comparative Financial Statements 
invariably indicate outstanding points of rela­
tive strength or weakness. . . . What these 
relationships are, how they are located, and
their interpretation, M r. Benjamin has brought 
out by direct, specific method of utilizing a 
large number of actual cases upon which he 
has literally operated’ during the changing 
economic conditions of the past decade. . . . 
This volume is a practical one to those who, 
in their study of Credits, have passed the pre­
liminary stage and have come to the conscious 
realization o f the intricacies o f every Credit 
Risk, the carefulness needed in the examina­
tion, and the fine study of every Credit factor.”
T h e  E t h ic a l  P r o b l e m s  o f  M o d e r n  A c ­
c o u n t a n c y , Ronald Press Company, New 
York, 152 pages. Price, $2.00.
This volume is composed of a series of lec­
tures delivered in 1932 on the W illiam  A. 
Vawter Foundation on Business Ethics, N orth­
western University School o f Commerce. 
Vanderveer Custis, Associate Professor of
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Economics in  Northwestern University, has 
prepared an introductory chapter on "Ac­
countancy as a Profession.”  The lectures in ­
cluded are: "The Accountant and the Inves­
tor,”  by George O. May; "The Accountant 
and the Stock Exchange,”  by J. M. B. Hoxsey; 
"The Accountant and His Clientele,”  by 
Arthur Andersen; "The Accountant and the 
Investment Banker,”  by Eugene M. Stevens; 
"The Accountant and His Profession,”  by J. 
Hugh Jackson.
How t o  B u d g e t  f o r  P r o f i t , by Floyd H.
Rowland. Published by Harper &  Brothers,
49 East 33rd Street, New York City. 297
pages. Price $4.00.
Francis J. Carr, president o f the Controllers 
Institute of America, under whose auspices the 
book is published, has the follow ing to say in 
a Foreword:
"M r. Rowland has given an entirely new 
treatment of this subject. He has tied up the 
subjects of standard costs and budgets in such 
a way that the importance of standard costs in 
themselves become more evident. He proposes 
a method of determination of sales estimates 
that should lead to greater accuracy in this 
important element. He shows specifically how 
each step in budgeting is to be accomplished 
— not merely what should be done. His ample 
illustrations o f forms actually in use help to 
make the book a real working manual. Be­
cause of the importance of the budget to the 
controller and because o f the distinctive treat­
ment here given the subject, it  is eminently 
fitting that this book be published under the 
sponsorship of our organization.”
D e p r e c ia t io n  R e c o n s id e r e d , by Stanley W. 
Rowland, LL.B., F.C.A. Published by 
Messrs. Gee & Co., Ltd., 6 K irby Street, 
London, E.C.l. 47 pages. Price 2s. 11d. 
Mr. Rowland, who is the Lecturer in Ac­
counting at the London School o f Economics 
(University of London), has prepared this 
little  volume for the use o f candidates for the 
professional examinations, of students as well 
as the business man. Mere technicality has 
been avoided and an effort has been made to 
l i f t  the work out o f the "textbook”  sphere.
L a w  f o r  L a y m e n , by Harold Dudley Greeley, 
attorney at law and C.P.A. Published by 
American Institute Publishing Co., Inc.,
New York. 347 pages. Price $3.50. 
According to the author this book is not 
intended as a text to make a lawyer out o f a 
layman but is offered in the hope that it  may 
be helpful to students who are studying what 
usually is known as commercial law and to 
accountants and business men who desire short 
statements of law for ready reference.
I n c o m e  T a x  A c c o u n t in g , by J. F. Sher­
wood, C.P.A., lecturer on Taxation, U n i­
versity of Cincinnati. Published by South- 
Western Publishing Company, Cincinnati, 
Ohio. 284 pages. Price $2.40. Seventh 
edition.
This book, which is an interpretation of the 
Revenue Act of 1932 and the latest rulings 
and regulations of the Treasury Department, 
is divided into four general divisions: Income 
taxation applicable to individuals; income 
taxation applicable to estates and trusts; in ­
come taxation applicable to partnerships; in ­
come taxation applicable to corporations. A t 
the end of each chapter there is a list o f ques­
tions and problems for practice work.
C a n  B u s in e s s  G o v e r n  I t s e l f ? by Edgar L. 
Heermance. Published by Harper & Broth­
ers, New York. 265 pages. Price $3.00. 
Mr. Heermance says, "To borrow a familiar 
distinction, my book deals w ith navigation 
rather than seamanship. N ot w ith the hand­
ling o f the industrial ship so as to weather the 
present emergency, but with charting a course 
after we regain an even keel. I  deliberately 
state past experience and future prospects in 
terms o f fairly normal conditions.”
A d v e r t is in g  A g e n c y  O r g a n iz a t io n  a n d  
A c c o u n t s , by A . Essex Crosby. Published 
by Messrs. Gee & Co., Ltd., London. 61 
pages. Price 5s. 6d.
This book deals w ith the financial side of 
the advertising agency handling large-scale 
publicity campaigns for manufacturers and 
other clients. A  comprehensive description of 
typical agency organization is given, together 
with a fu ll explanation of the records used in 
the preparation of detailed costs and charges 
involved in press, poster, and other types o f 
advertising.
The financial bookkeeping is illustrated w ith 
all the essential subsidiary books and ledger
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entries. Particular attention is devoted to the 
application of budgetary control.
B a s ic  St a n d a r d  C o sts , by Eric A. Camman, 
C.P.A. Published by the American Institute 
Publishing Co., Inc., New York City. 232  
pages. Price $3.50.
The author has endeavored to present in as 
condensed a form as possible material directed 
towards clarifying the subject and bringing 
out the reasoning by which analyses of given 
conditions are made. Abstract figures are 
furnished for each step in analysis, up to the 
explanation of the difference between actual 
and expected gross profits, w ith the idea of 
unfolding progressively the various calcula­
tions by means of which the final interpreta­
tions of results is effected.
I n c o m p le te  R e c o rd s , t h e  P r e p a r a t i o n  
a n d  A u d it o f  A c c o u n ts ,  by K . Adlard  
Coles, M.A., F .C .A . Published by Gee & 
Co., Ltd., London. 149 pages. Price 8s. 1d. 
This work covers both the theoretical and 
practical aspects of the difficult and compli­
cated subject of incomplete records. It dis­
cusses Liability of Accountants as opposed to 
A uditors; Examination of Private Books and 
Banking A ccounts; W orkin g Sheets and P ri­
vate Ledgers; H ow  to T reat Differences on  
Books; Assembling the A ccounts; Verification  
o f D raw ings; Verifying Bank Balances and 
V ouching; Contras and their A djustm ent; 
W h at are "Certified” Accounts? Reports and 
Certificates; Law Relating to  K eeping o f  
Books of A ccount; Preparation of Accounts 
for Back Duty.
N e w  Y o r k  C.P.A. L a w  Q u e s tio n s  W i t h  
A n s w e rs , by A . Lincoln Lavine, A.B.., 
LL.B., J.D., Chairman of Department of 
Law, St. John’s University School o f Ac­
counting, Commerce and Finance. Pub­
lished by Standard Text Press, 186 Joral­
emon Street, Brooklyn, N . Y . 357 pages. 
Price $4.25.
This volume presents questions in law asked 
on the last 35 New York State C.P.A. exami­
nations over a period of eighteen years, classi­
fying and answering all questions from the 
fortieth examination, held in November, 1915, 
through the seventy-fourth examination, held 
in  November, 1932. The questions have been 
arranged under convenient subject headings
and answered w ith adequate citations of legal 
authorities and supplementary discussion of 
underlying legal principles.
O h io  C.P.A. P r o b l e m s , by W illiam  E. D ick­
erson, M.B.A., Ph.D., and J. Weldon Jones, 
M.B.A., C.P.A., Assistant Professors of Ac­
counting, Ohio State University. Published 
by Department of Commerce Extension of 
Ohio State University. Orders to be placed 
w ith Ohio State University Book Store, 
Columbus, Ohio. Price $5.00.
Detailed solutions to the practical problems 
are presented together w ith critical observa­
tions covering questions raised in interpreta­
tion, accounting theory, and work-sheet tech­
nique. F ifty selected questions from the ex­
aminations in Accounting Theory have been 
included.
K e s s le r ’ s "St a t is t ic a l  B u s in e s s  R e c o r d . 
Published by H. I. Kessler, C.P.A., 73 Tre­
mont Street, Boston, Mass.
This record, prepared and published in 
two sizes by an active practitioner, is designed 
to provide comparable statistical material in 
such form as to be easily understood by the 
management.
The smaller size contains 121 double-page 
forms, 12½ by 9 inches, good for nine years 
and sells at $5.00. The larger book contains 
181 double-page forms, 17 by 14 inches, good 
for fifteen years and sells at $10.00.
Following the preliminary instructions there 
are given an illustrated form of monthly bal­
ance sheets, an illustrated form of monthly 
profit-and-loss statement, an illustrated form 
of balance sheets, illustrated form of profit- 
and-loss statements, illustrated form of yearly 
profit-and-loss statements, w ith sufficient branch 
forms fo llow ing each to provide material fo r 
the time specified. Provision is made in the 
forms for not only a comparison of figures but 
for a comparison of percentages as well.
L. B. Baker, C.P.A., o f New Haven, Con­
necticut, has prepared a chart which he sells 
fo r $1.00 and which shows the effect of 
change in hours occasioned by compliance 
w ith code standards. By means of this chart 
one can easily compute any of the problems 
arising from changes in hours and rates under 
the N.R.A. requirements.
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Understandable Statements
R E SO U R C E S 
Cash in Vault and in 
Federal Reserve Bank . $33,657,034.63
T h is item  represents actual cash  in the bank’s 
ow n vaults and in the F ed era l R eserv e  B ank.
Due from Banks . . $51,457,054.37
T h is represents deposits m ade by us w ith  
correspondent banks th rough out th e n atio n ; 
includes exch an ges fo r clearings, cash  collec­
tions, etc., etc.
United States Government 
Securities . . . $184,589,525.16
T h is represents obligations of the U n ited  
S tates G overnm ent w hich are  considered in 
alm ost th e sam e classification as cash , since 
U n ited  States G overnm ent B onds are  readily  
sold on any m ark et o r  discounted im m ediately  
upon presentation to the F ed era l R eserve  
B ank . T h is item  alone represents about 6 4 %  
of the to tal bond investm ent.
State, County and 
Municipal Bonds . . $84,039,957.86
T h is item  includes gen eral obligations of the  
S ta te  o f  C alifornia, and o f  counties and m u­
nicipalities, m ainly in C alifornia. Such bonds 
are  regard ed as n e x t to  U n ited  S ta te s  Bonds  
in soundness. T h is item  to g eth er w ith the  
G overnm ent B ond accoun t described in item  
3, represents b etter than 9 3 %  of th e to tal 
bond investm ent.
Other Bonds and 
Securities . . . .  $19,222,310.42
T h is represents bonds and securities other  
than those classified in item s 3 and 4. T h is is 
in line w ith our policy of m aking our m ajo r  
investm ents in U n ited  S tates G overnm ent 
Bonds.
Stock in Federal 
Reserve Bank . . . $2,700,000.00
T h is represents an investm ent of the capital 
funds of ou r bank in the stock  of the F ed eral  
R eserv e  B ank. M em ber banks are  required to  
invest 6 %  of their capital and surplus, a l­
though to  date the F ed era l R eserve B an k  has  
called fo r  paym ent of only 3 % . T h is am ount 
is repayable to  our bank in cash  upon w ith­
draw al from  the F ed eral R eserve  System .
Loans and Discounts . $490,591,421.21
T h is am ount represents loans secured by first 
m ortgages on choice real properties th ro u gh ­
out C aliforn ia  and loans m ade to  finance all 
types of business activ ity— retail, w holesale, 
(Continued on page 261, first column)
In  the L o s  A n g e le s  T im e s  fo r Ju ly  18, 
1933, the B an k  of A m erica  N ation al T ru st  
and Savings A ssociation , a  national bank, 
and the B ank of A m erica , a  C aliforn ia  
S ta te  bank, identical in ow nership and m an­
agem ent, w ith 4 1 0  offices in 243  C alifornia  
com m unities, answ ered the ofttim es repeated  
request, “Give us a  bank statem ent we can  
read and understand,” by presenting the  
statem ent on these tw o  pages.
L IA B IL IT IE S  
Capital ( a ) . . . . $54,000,000.00 
Surplus ( b ) . . . .  36,600,000.00 
Undivided Profits (c) . 12,817,784.21
T h e  am ounts opposite these th ree item s rep­
resent monies belonging to  the stockholders  
of ou r b a n k : ( a )  in the fo rm  of original capi­
tal in vestm en t; (b )  surplus th at they have  
w ith the bank as added protection  fo r  deposi­
to rs  in the bank’s o p eratio n s; ( c )  undivided 
profits, w hich they have accum ulated and not 
w ithdraw n, but le ft w ith th e bank fo r  use in 
conducting its business and as an added pro­
tection fo r  depositors.
Reserves . . . .  $8,231,389.45
T h is represents m oney w hich the B o ard  of 
D irecto rs  has set aside, out of stockholders’ 
funds, fo r T a x e s , C ontingencies, and to  p ro­
vide fo r  possible losses on loans and shrinkage  
in the value of bonds o r  o th er real estate, or  
fo r  any other loss not provided fo r  out of 
cu rren t income. T h is sum  is an additional 
g u aran tee to  depositors.
Reserve for Quarterly 
Dividend Payable 
July 1, 1933 . . . .  $775,000.00
T h e  Dividends recently declared w ere at the  
annual ra te  of $ 3 ,100 ,000  thus resum ing regu ­
la r  paym ents w hich w ere m ade on an unin­
terru pted  basis fo r the 2 7  years of the B an k ’s 
existen ce preceding O ctober 1, 1931.
C irculation ......................$45,500,000.00
T h e am ount opposite this item  shows national 
bank notes issued by B an k  of A m erica  and 
now in circu lation. T h ey  are  backed by g o v ­
ernm ent bonds w hich ou r bank has deposited 
w ith the T re a su ry  of the U n ited  States, plus 
a  5 %  redem ption fund. B an k  of A m erica  
pays fo r  the printing of these notes, plus, a  ½ 
(Continued on page 261, second column)
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R ESO U RC ES
m anufacturin g, building, agricu ltu re, crop s of 
every kind, shipping, etc.
T h is m oney is used not only to  im prove a g r i­
cultural lands, build hom es and factories  
th rough out all of C alifornia, but also to  m ove 
m erchandise supplies and goods of every  con­
ceivable kind and ch a ra cte r. Such loans m ake  
possible business activ ity  vital to  the liveli­
hood of thousands of people th rough out C ali­
forn ia.
Accrued Interest and 
Accounts Receivable . $9,598,348.04
T h is  represents in terest on bonds and loans 
accru ed  to  the date of this statem ent but un­
collected, to g eth er w ith sundry accounts re ­
ceivable.
Bank Premises, Furniture, 
Fixtures and Safe Deposit 
V a u l t s  $40,943,090.23
T h is entire sum  represents capital invested by  
our stockholders in bank buildings, furniture, 
fixtu res and safe  deposit vaults in 4 1 0  separate  
banking locations in 243 C aliforn ia  com m uni­
ties. B an k  of A m e rica  branches a re  located  
in the v ery  h eart of dow ntow n areas o r  im ­
p ortant shopping neighborhoods. T h ese  lo ca­
tions are  am ong the m ost valuable sites in 
each com m unity. T h ey  include m any larg e  o f ­
fice buildings.
T h e  sum  opposite this item  represents the  
com bined cost of all prop erty  less dep recia­
tion.
B ecau se th e ca rry in g  value of these properties  
is reduced every  y ear by depreciation, the  
actu al value is subject to  substantial ap p recia­
tion.
Other Real Estate 
O w n e d  $7,031,989.41
T h is is o ther real estate  owned, but not pres­
ently used as bank prem ises, and real estate  
acquired in the settlem ent of debt, none of 
w hich is carried  in ou r assets fo r  m ore  than  
five years.
Customer’s Liability on 
Account of Letters of 
Credit, Acceptances and 
Endorsed Bills . . $10,179,818.46
T h e am ount opposite this item  represents  
g u aran tees of custom ers fo r  w hom  letters of  
cred it o r  acceptances hav e been issued.
Other Resources . . $1,705,335.58
T h is is a  m iscellaneous account, including  
deferred  ch arges, supplies, inventories, etc., 
etc., etc.  
L IA B IL IT IE S
of one per cent ta x  per annum  fo r  th e p riv i­
lege of issuing them .
T h is  item  rep resen ts  B a n k  o f A m erica ' s  pol­
icy o f  w h o leh ea rted  w o rk in g  to help  Cali­
fo rn ia  by k eep in g  as m u ch  m o ney as possible  
in circulation.
Bills Payable and Rediscounts  None
T h e  m a jo r high light revealed by th e S ta te ­
m ent is th e en tire  liquidation  of the B an k ’s 
borrow ings, w hich w ere $146 ,455 ,000  when the  
present m anagem ent assum ed control.
A s  w e exa m in e  the S ta tem en t today, w e find  
that in  the sh o rt period  o f about six teen  
m onths, the en tire  debt has been  paid.
Liabilities for Letters of Credit 
and as Acceptor, Endorser or 
Maker on Acceptances and For­
eign Bills . . . .  $10,378,102.10
T h is represents letters of cred it, acceptances  
and endorsed bills issued to  facilitate  the e x ­
port and im port, tran sp o rtation  and storage  
of com m odities and is secured by collateral 
or custom ers gu aran tee.
Commercial 
Deposits . . . .  $181,246,346.34
T h is represents com m ercial deposits of our  
custom ers (dem and deposits) placed w ith our  
bank by corporations, firm s and individuals. 
T h is m oney is usually deposited in checking  
accounts to  m eet com m ercial requirem ents 
and is subject to  paym ent on dem and as au­
thorized by the depositor.
Savings 
Deposits . . . .  $586,167,263.27
T h is represents savings deposits (tim e  de­
p o sits) w hich are  usually placed w ith our  
bank by individuals fo r  extended periods of 
time. E xp erien ce  show s th at these deposits are  
subject to  very  infrequent w ithdraw als.
B an k  of A m erica  has the larg est num ber of 
savings depositors of any bank in the U nited  
States. T h is enorm ous fund of savings en­
trusted  to  us by a  trem endous list of deposi­
to rs  is an  unusual fa cto r  of safety  to  every  
depositor due to  the perm anence of savings 
deposits.
T O T A L  DEPO SITS
( c o m m e r c i a l  & s a v i n g s )  
$767,413,609.61
Total Resources $935,715,885.37 Total Liabilities $935,715,885.37
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 State Societies 
AR IZO N A
The Arizona Society o f Public Account­
ants held its first annual meeting on October 
21, 1933, at Phoenix.
Melvin D. Wilson, Director o f The Ameri­
can Society, o f Los Angeles, California, as a 
guest speaker extended the greetings of The 
American Society.
In  the evening a banquet was held at which 
members of the Supreme and Superior Courts, 
Secretary to the Governor, Attorney General 
o f the State, Chairman of the Board o f Su­
pervisors o f the County, United States Dis­
trict Judge, United States Attorney, Mayor of 
Phoenix, President o f the State Board o f A r i­
zona, and President of a local bank, were in ­
vited guests.
Newly-elected officers are: President, Alex­
ander W . Crane; Vice-President, Arthur C. 
Rogers; Secretary, Walter A. W ood; Treas­
urer, P. I. Perkins. Executive Committee: 
H. T. Cuthbert, reelected as Chairman, Claud 
F. Harmon, Thos. J. Elliott, James A. Smith 
and E. T. Garrett.
CONNECTICUT 
The Connecticut Society recently issued a 
report o f their Technical Committee which 
largely centered around the address of M al­
colm Muir, the Division Administrator of the 
NRA, given before the New York State So­
ciety.
LO U IS IAN A 
The Society o f Louisiana Certified Public 
Accountants utilized the November 22 issues 
o f the New Orleans papers for a three-column 
sixteen-inch listing o f their members. The 
list was alphabetical, giving the firm or busi­
ness connection and address.
M IC H IG A N  
The Western Michigan Chapter of the 
Michigan Association of Certified Public Ac­
countants held a meeting at the Park Club, 
Kalamazoo, Thursday evening, November 2. 
The speaker was L. D. Stafford, D istrict Rep­
resentative of the American Appraisal Com­
pany, who spoke on "The Relationship of 
Fixed Assets and Federal Taxation.”
The in itia l edition of the D e tro it  Law  D i ­
rectory and Reference Book offers valuable in ­
formation for accountants, attorneys and busi­
ness concerns.
W hile primarily devoted to Detroit and 
Wayne County, the material is gathered from 
both State and national sources. The list o f 
practicing attorneys is confined to Wayne 
County w ith indications of membership in the 
various bar associations. The accountancy list­
ing includes members of the Michigan As­
sociation o f Certified Public Accountants. 
These lists are followed by information con­
cerning the Detroit Banking institutions, the 
Federal, State, county and city courts listing 
the entire judiciary of the State. This is fo l­
lowed by a list, by county, of all Federal, State 
and county officials in Michigan, the Rules of 
Practice of the Federal, State, county and city 
courts, the Michigan Accountancy law and the 
Classification o f Accountancy Services as 
adopted by The American Society of Certified 
Public Accountants. The inclusion of ac­
countancy material in the Law Directory was 
furnished by the Michigan Association of Cer­
tified Public Accountants, the material having 
been prepared by W illiam  H. Ball, the ef­
ficient secretary.
This new type of contact between the pro­
fessions o f law and accountancy should be 
helpful to both professions. Most accountants 
need to know more about law than they now 
do, and most lawyers need to know more about 
accounting than they now do. In  fact, busi­
nesses of any considerable size nowadays find 
it  just as necessary to retain the services of 
competent accountants for advice and con­
sultation as has been thought it was necessary 
for some time to retain competent attorneys.
M O N T A N A
The Montana Society held a meeting at 
Helena on November 4, for the purpose of 
meeting Maurice E. Peloubet, of New York 
City and Professor Sanford of the University 
o f Montana, each o f whom spoke on matters 
o f interest to the profession.
Professor Sanford was elected as an hon­
orary member of the society.
The subject to which the greatest attention 
was paid related to a possible educational pro­
gram that might be inaugurated for the pur­
pose of creating a better understanding of the 
functions of the independent accountancy 
practitioner.
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NEBRASKA
The opening meeting of the season 1933-34 
o f the Nebraska Society of Certified Public Ac­
countants was held in Omaha, October 27, 1933, 
at which a very fine representation o f Omaha 
and Lincoln accountants was present. W . R. 
Irw in, C.P.A., read an excellent paper on the 
subject o f "Internal Check,”  followed by a 
most timely paper on the same subject by 
Henry Moeller, C.P.A. Later in the evening, 
Elton C. Loucks, C.P.A., discussed certain as­
pects of the more important papers given at 
the recent meeting of the American Institute 
held in New Orleans, which he attended. A  
paper w ill be given on an early date by W il­
liam Bryden, C.P.A., dealing w ith some fea­
tures of the papers given at the meeting of 
The American Society of Accountants held in 
Milwaukee.
The second meeting o f the 1933-34 season 
of the Nebraska Society of Certified Public 
Accountants was held in the Hotel Corn­
husker, Lincoln, on Friday evening, Novem­
ber 17, and was attended by a large number 
of accountants from Omaha and Lincoln.
Following dinner a paper on Municipal 
Accounting was presented by Ellsworth L. 
Fulk. A  discussion followed in which many 
o f the members took part. W illiam  Bryden, 
State Representative of The American Society, 
gave a brief report on the Annual Meeting 
o f The American Society recently held in M il­
waukee.
N E W  HAMPSHIRE 
The New Hampshire Society of Certified 
Public Accountants held a meeting on N o­
vember 18, 1933, and elected the follow ing 
officers: President, J. Ben Hart; Vice-Presi­
dent, Clarence I. Drayton; Secretary-Treas­
urer, Arthur W . Johnson. Directors: The 
foregoing officers, and H. B. Haskell and A. 
M. Peisch.
PEN NSYLVAN IA 
The October meeting o f the Philadelphia 
Chapter o f the Pennsylvania Institute o f Cer­
tified Public Accountants was held on Wed­
nesday evening, October 18, 1933, at the 
Manufacturers and Bankers Club w ith an at­
tendance of over 100 members and guests.
The speaker for the evening was Mr. W . L. 
Churchill, Industrial Economist and Engineer,
and the subject o f his talk was "Pricing for 
Profit— The Economic Right Price.”  Illustra­
tive charts and lantern slides showing pictures 
of some of the industrial problems facing the 
Cost Engineers were shown during the ad­
dress.
There was brought to the attention of the 
meeting the difference between the cost ac­
countant and the cost engineer and the neces­
sity for the retaining of a cost engineer in de­
termining costs, it being stated that "every 
factor o f cost determination must be estab­
lished by engineering factors plus considera­
tion of economic factors and that the eco­
nomic right cost can only be had from an 
engineering examination of all factors con­
cerned. The cost accountant is not supplanted 
but w ill fo llow  the standards set up by the 
cost engineer.”
A  monthly meeting of the Philadelphia 
Chapter of the Pennsylvania Institute of Certi­
fied Public Accountants was held on Wed­
nesday evening, November 15, 1933, at the 
Manufacturers and Bankers Club, and was at­
tended by over 100 members and guests.
The meeting was addressed by E. Russel 
Shockley, Deputy Attorney General o f the 
Commonwealth of Pennsylvania, on the sub­
ject o f the new Business Code of the Com­
monwealth which became effective on July 3, 
1933. Mr. Shockley gave a well-defined pres­
entation o f the scope of the new law, explain­
ing its many new features in comparison w ith 
the older corporation laws of Pennsylvania 
and then undertook to answer questions re­
garding the workings of many parts of the 
code, especially as to section 318 concerning 
the financial reports to shareholders.
W A S H IN G TO N  
The October issue of The C .P.A., official 
pronouncement o f the Spokane Chapter of 
the Washington Society of Certified Public 
Accountants, contained as its first article, 
"W hat Price Incorporation?”  in which it was 
shown the discrimination against the corpor­
ate form o f doing business which had been 
provided by the Federal taxing authority, fo l­
lowing which there was a short article reciting 
that the protection o f corporation form was 
more apparent than real. The last article re­
lating to the Securities Act o f 1933 was based 
on the thesis that profit rather than repeal is 
desirable.
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WEST V IR G IN IA  
The follow ing officers were elected at the 
annual meeting of the West V irgin ia Society 
o f Certified Public Accountants, held in Aug­
ust: President, J. L. Jennings; First Vice-Presi­
dent, S. Charles Steele; Second Vice-President,
H. S. H utzell; Secretary, David A. Jayne; 
Treasurer, Norman S. Fitzhugh.
 
 State Board N ew s 
C ALIFO R N IA 
John F. Forbes and B. W . Bours have been 
reappointed members o f the California State 
Board of Accountancy by Governor James 
Rolph, Jr. M r. Forbes received his first ap­
pointment to the Board on May 13, 1909, 
and has served continuously since that date. 
On December 31, 1914, he was elected Presi­
dent o f the Board and has served continu­
ously in that office. M r. Forbes has the dis­
tinction o f having the longest record of serv­
ice as a member of a Board of Accountancy 
o f any member in the United States.
B. W . Bours was appointed a member of 
the Board on August 22, 1919 and has served 
continuously since that date. He was elected 
Secretary-Treasurer of the Board on August 
20, 1925.
NEBRASKA 
Robert Van Boskirk, o f Lincoln, has been 
appointed to membership on the State Board 
o f Examiners for Certified Public Accountants 
of Nebraska.
M INNESO TA 
Friday, October 13, Governor Olson ap­
pointed to the Minnesota State Board of Ac­
countancy, Oscar C. Strand, to succeed Herman
C. J. Peisch, who had asked the Governor un­
der date of July 21, 1933, to be relieved o f his 
duties in  connection w ith the Minnesota State 
Board of Accountancy.
W ISCONSIN 
F. A. Yindra, o f Manitowoc, has been ap­
pointed to the Wisconsin State Board o f Ac­
countancy for a term o f three years, to succeed 
Lloyde W . Birkett, o f Milwaukee, whose term 
had expired.
N O TES
Bachrach, Sanderbeck & Company, of Pitts­
burgh, has recenly issued for the benefit o f 
their clients a 24-page monograph on "Na­
tional Taxation.”  This was prepared by M.
D. Bachrach, and contains a brief description 
o f the national tax systems of the United 
States, Great Britain, France, Germany, Russia, 
Italy, and Canada. Following these descrip­
tions there is a brief summary, after which 
eight definite recommendations are made as 
to how our national taxing system might be 
improved.
In  the Burroughs C learing House for N o­
vember reference is made to the use o f C.P.A. 
certificates in connection w ith farm reports. 
The particular document was a statement of 
rental income fo r the 1932 crop year of ten 
scattered Iowa and Nebraska farms managed 
by the Farmers National Company of Omaha.
The Pittsburgh papers of November 3, con­
tained quite an extended article on the Fed­
eral Home Loan Bank of Pittsburgh. One 
o f the directors elected was Wm. A. Wood,
C.P.A., who in addition to his regular ac­
countancy practice, has served as Secretary of 
the W ilkinsburg Home Building & Loan As­
sociation fo r some time.
Harvey S. Chase, C.P.A., prepared for the 
Massachusetts State Branch of the National 
Economy League a plan for a standard form 
of municipal reports to be published annually 
by towns of the Commonwealth.
The General Court o f Massachusetts had 
provided a Commission on Public Expendi­
tures, and this 32-page report was prepared for 
presentation to that Commission.
I t  seems very natural fo r Harvey Chase to 
be again furnishing expert advice on matters 
relating to municipal reports. He was one of 
the earliest accounting practitioners who spe­
cialized in that line of work, being a member 
o f the original committee of the National 
Municipal League, appointed in 1899.
Robert Atkins had an article in  the Sep­
tember issue of N e w  Y o rk  U n ivers ity  A lu m ­
nus, entitled "V ig ilant Citizens or Vigilance 
Committees.”
1933 THE CERTIFIED PUBLIC AC C O U N TAN T 765
Louis S. Goldberg, C.P.A ., has been run­
ning a series o f articles in  the Sioux C ity  
( Io w a ) D a ily  Reporter, a newspaper devoted 
to the courts, finance, commerce, real estate 
and building, in which he has discussed such 
subjects as Federal Taxes for 1933, Regulation 
o f Accountancy Practice in Iowa, Changes in 
Federal Income Tax Laws, Buying Corporate 
Stock for Book Value, the Gross Income Tax 
Law of South Dakota, Liability o f Account­
ants fo r Negligence and for Fraud, What is 
Interstate Commerce Under the Gross Income 
Tax Law o f South Dakota, Home-made Audit­
ing, etc.
These articles have had a highly educational 
value and the profession cannot help but be 
benefited as a result o f the publicity given to 
the general subject of accountancy.
One of the newest magazines coming to our 
desk is M odern  Finance, published twice 
monthly by the Finance Publishing Company 
o f Pittsburgh, w ith offices at the W illiam  Penn 
Hotel, Andrew H. Blass, C.P.A., editor.
Each o f the issues thus far received has been 
well worth reading. Its departments include 
Corporation News and Reports, They Say 
(containing short clippings from authentic 
current sources), Questions and Answers, 
Book Shelves, Important Legal Decisions, 
New Pennsylvania Incorporation, The Banks 
of Pittsburgh, Federal Security Registrations, 
and Uncle Dan’s Corner.
One of the recently enacted laws of North 
Dakota provides: " .  . . I t  shall also be the 
duty of the State Examiner at least once a year 
to examine the books and accounts of all city 
auditors, city treasurers, treasurers of park 
districts, village clerks and village treasurers 
in  cities and villages having a population of
1,000 or more, and school district clerks, sec­
retaries of boards o f education, and school dis­
trict treasurers in school districts comprising 
cities or villages having a population o f 1,000 
or more. Provided, however, tha t the govern­
in g  board o f  any such city, park board, v illage  
or school d is tric t, may p rov ide  fo r  such exami­
na tion by a certified pu b lic  accountant, and in  
such case the State Exam iner sha ll no t be re­
qu ired to make such exam ination. Copies of 
the report of such examination made by a cer­
tified public accountant shall be filed w ith the 
State Bonding Fund, and w ith the State Ex­
aminer, not more than th irty days after the 
date of such examination. . . . ”  (Part o f 
Section 15, Chapter 71, Session Laws of the 
State o f North Dakota.)
The N ew ark  (N . J .) Even ing N ew s  for 
Wednesday, November 15, contains an inter­
esting item wherein it is reported that Vice- 
Chancellor Berry approved the report and ac­
count o f Theodore Krohn, C.P.A., and Harry 
Joelson, receivers o f the Arrow Silk Hosiery 
Co. The court in allowing the report and fix ­
ing the fees, stated that the receivership was 
one of the best managed that he had ever 
known and that the report was a model for 
other receivers.
The Real Estate M agazine  fo r October con­
tains a practical article by Anthony J. Yocis 
on protecting investments in defaulted real 
estate bonds and mortgages. In  view of the 
large percentages o f defaulted real estate 
mortgages, this presentation has an especial 
interest to accountants.
The Metropolitan L ife  Insurance Company 
recently issued through the Policyholders Serv­
ice Bureau, of the Group Insurance Division, 
a 46-page monograph w ith two additional 
chapters on the general subject o f "Cost Ac­
tivities in Trade and Industry.”  I t  contains a 
review of cost accounting activities in seventy- 
five trade associations, and the material is o f a 
character which makes it  valuable to the ind i­
vidual practitioner. As long as the edition lasts 
copies may be secured by addressing the Pol­
icyholders Service Bureau, Metropolitan Life 
Insurance Company, One Madison Ave., New 
York City.
The Southern Banker carried in its July, 
August, and September issues an address given 
before the New Jersey Bankers Convention on 
"A ud it and Control for Protection o f De­
positors and Stockholders”  given by Murdock 
W . Maclachlan, C.P.A., o f New York. The 
article deals w ith the methods followed in 
the examination of banks by independent ac­
countancy practitioners.
The By-Laws o f the National Automotive 
Maintenance Association contain two pro­
visions which should be of interest to the pro­
fession.
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In  Article 9, Section 4, relating to the 
Treasurer, the last sentence reads: "A t the ex­
piration of his term of office the treasurer shall 
deliver over to his successor all books, monies, 
and other property, after having been audited 
by a C.P.A. in accordance w ith Article 10, or 
in the absence of a treasurer-elect, to the presi­
dent.”
Article 10 provides: "The Executive Com­
mittee shall have the treasurer’s accounts 
audited at least once each year by a certified 
public accountant and shall report thereon to 
the Board of Directors.”
The International City Managers Associa­
tion, w ith headquarters at 923 East 60th 
Street, Chicago, recently published a 58-page 
pamphlet on "How Cities Can Cut Costs,”  
being practical suggestions for constructive 
economy in local government, by Clarence E. 
Ridley and Oren F. Nolting, editors of Public  
Management, its official organ. The various 
chapters relate to economies in management, 
office practice, governmental administration, 
small administration, public welfare, public 
works, public administration, fa ir administra­
tion, public health, education, public libraries, 
planning and housing, elections, and govern­
mental structure.
The N e w  Y o rk  E vening Post, some time 
since, gave a very startling illustration o f pos­
sible administrative savings. A  company found 
at the end o f the year that there had been a 
net loss of $180,029.00. I t  then furnished to 
the stockholders on the back of a penny postal 
card the data from the balance sheet and 
profit-and-loss statement which it considered 
essential.
James A. Councilor, past president of The 
American Society, spoke to the Washington,
D. C., Chapter of the National Association of 
Cost Accountants at its November meeting on 
"The Accounting System Employed by the 
Washington Community Chest.”  The system 
is so arranged that no one person performs 
any two accounting functions, and absolutely 
assures the donor that his contribution is ex­
pended in exact accord w ith  his wishes.
A t the same session W illiam  F. Sims, D i­
rector o f Research of the Felt Department of 
Research of Felt-Tarrant, Chicago, spoke on 
"Essential Cost Statistics.”
A t the October meeting of the Washington 
Chapter o f the National Association of Cost 
Accountants Baldwin B. Bane, Chief of Se­
curities Division of the Federal Trade Com­
mission, spoke on "The Securities Act of
1933,”  after which the Secretary o f The 
American Society discussed Federal Legisla­
tion and Opportunities in Accounting.
The National Association of Credit Men 
recently issued an illuminated letter on the 
subject o f Credit Waste. The statement was 
made that credit waste, which is largely un­
necessary, is without doubt one of the greatest 
single economic losses retarding business prog­
ress. The accompanying graph showed that the 
estimated credit waste this last year was prac­
tically the same as the last in non-payment of 
foreign debts during the year plus the annual 
national fire waste plus the W orld  War vet­
erans and bonus fund expenditure.
Another illustration of the position to which 
accountancy has risen in England is the recent 
appointment to the Arbitration Tribunal 
(three members) whose duty it w ill be to 
settle differences arising under the provision 
of the London Passenger Transport Act, of 
Sir James Martin, one o f the leading members 
of the Society of Incorporated Accountants 
and Auditors.
It w ill be recalled that some years ago Sir, 
now Lord, Plender, was the arbitrator o f the 
difficulties growing out o f the coal strike.
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WARNING about Federal Taxes!
Your work in preparing corporate or 
individual returns required for this last 
year’s operations is going to be unusually 
complex and difficult.
The past twelve months have seen count­
less changes in the tax situation. The 
Treasury’s position, as reflected in regu­
lations and rulings issued, has stiffened 
notably on many points. Court and Board 
of Tax Appeals decisions have upset or
modified former interpretations in im­
portant respects.
Amendments in the National Industrial 
Recovery Act repeal or alter previous pro­
visions, as those relating to carrying for­
ward net losses. They add new taxes, yet to 
be officially clarified, and constitutionality 
of which may be contested.
To protect clients or employers against 
overpayments or penalties, you must check 
every item with unusual care.
F e d e r a l
T A X
Handbook
Mo n t g o m e r y
N ow Ready: the NEW Tax Book fo r  Accountants 
by ROBERT H . MONTGOMERY:
1933-1934
FEDERAL TAX
HANDBOOK 1 9 3 3 -3 4
Corporation Income Taxes—Individual Income Taxes 
G ift Taxes — E sta te  Taxes — C apital Stock Tax 
Excess Profits Tax — Tax Withheld on Dividends
H E R E  in M r. M ontgom ery’s new ta x  book is exactly  the clear and trustw orthy guidance which every accountant needs in ta x  
work under tod ay ’s conditions. All in one place, you have a net 
answer to any likely question regarding the application of federal 
taxes, the position to  take and the course to follow.
Gives In terp reta tio n , Not Compilation
From his years of experience with 
tax laws, Mr. Montgomery takes the 
responsibility of interpreting into 
plain, positive recommendations of 
procedure everything bearing on the 
law and its 1933 amendments. Points 
that may cause trouble— questionable 
rulings or decisions, doubtful pro­
visions in the law itself —  are dis­
cussed frankly with his personal 
comments and suggestions.
Even if you had before you all the 
cases, all the official data, on any 
point, you would still lack this final 
interpretative counsel which Mont­
gomery gives. Whether or not you 
subscribe to any services, you still 
need Montgomery.
Just What You Want for Immediate Use
The tim e to take counsel on ta x  m atters is now, and not after  
action has been taken and policies carried out which result in 
avoidable ta x  burdens.
With Montgomery’s Federal Tax Handbook 1933-34, 
you can start at once to check over everything relating 
to returns for which you are responsible and do all 
you can to keep tax payments down to the minimum 
required. You will find it a priceless timesaver and 
safeguard against error. All through the book you get, 
together with your tax information, suggestions on 
the accounting procedure that will satisfy the require­
ments of the law.
The Personal Work of an 
Outstanding Authority
Ro b e r t  H .  M o n t g o m e r y  is eminently qualified to 
offer counsel of the type 
this Handbook represents. 
For years he has made a 
special study of tax legisla­
tion. Today he is one of A­
merica’s highest authorities.
He is a Certified Public 
Accountant; Counsellor - at- 
Law ; member of the firm of 
Ly b ran d , Ross B ro s , & 
Montgomery; Editor of the 
Financial Handbook; au­
thor of Auditing, of Federal 
Tax Practice, and of the 
famous Income Tax Pro­
cedure, 1917-1929.
His counsel, as given in 
this new Federal Tax Hand­
book 1933-34, combines the 
viewpoints of the lawyer 
and the accountant.
O’ORDER YOUR COPY NOW—The price of this new 1,130-page Handbook 
complete is only $7.50— the very minimum outlay for 
the very maximum of information. You want the pro­
tection Mr. Montgomery’s counsel affords as soon as 
possible. Send for this Handbook— you can return it 
within five days if not satisfactory. For your own 
advantage, fill out the order blank at the right and 
mail it now.
---------- USE TH IS CONVENIENT FO RM ----------------  
T H E  RONALD P R E S S  CO M PAN Y, 
15 E a st 26th  Street, New York, N. Y .
Send me postpaid a copy of Montgomery’s new 
Federal Tax Handbook, 1933-34. Within five days 
after its receipt, I  will send you the price, $7.50.
Or, if the book is not satisfactory, I  will return 








WHEN ANSWERING ADVERTISEM EN TS MENTION THE C ERTIFIED  PU BLIC ACCOUNTANT
Now . . .
A TYPEWRITER THAT 
OPERATES ENTIRELY FROM THE KEYBOARD
In this new typewriter, electricity saves 
the wasted energy and motion that make 
typing so tiring. The motor does all the 
heavy work—returning the carriage, 
spacing automatically to the next writing
line,and shifting to capitals.The keyboard 
is standard. There is no new touch to learn.
Ask for a demonstration. Telephone 
the local Burroughs office—or write for 
free, illustrated, descriptive folder.
B U R R O U G H S
E L E C T R I C  C A R R I A G E
T Y P E W R I T E R
B U R R O U G H S  A D D I N G  M A C H I N E  C O . ,  DET ROI T,  MI C H I G AN
W HEN ANSWERING ADVERTISEM ENTS MENTION THE CERTIFIED  PUBLIC ACCOUNTANT
 AT A TOUCH  
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WRI T I NG P O S I T I O N  
